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The Toronto Stock Exchange greatly appreciates the 
opportunity of presenting a brief to the Royal Commission on 
Banking and Finance. 

In the preparation of the document, the Exchange has 
had the benefit of papers on the various subjects which were 
prepared by a number of members, their associates and 
employees, This material was then edited and collated by 
the Exchange staff, and scrutinized by a committee of the 
Board of Governors, 

Finally, a resume of the statements of policy, 
suggestions and recommendations which are contained in the 
brief was submitted to the members at a meeting called for 
that purpose, 

In general, there was unanimity of approval by the 
members; however, as one might expect in an organization of 
this kind, there was a small minority who expressed some 
difference of opinion with respect to some of the proposals, 
None of this minority expressed a desire to submit or have 
submitted to the Commission contra proposals either in 
writing or orally, 

The Commission will find that most of the topics 
suggested by their Secretary for inclusion in the brief have 
been dealt with; there were a few, however, which the Exchange 
considered were outside its sphere of action and felt that, 
with respect to these, it could contribute little or nothing 
that would be helpful to the Commission. 


All of which is respectfully submitted, 


VII Ward . ee 


H. D. GRAHAM, President 
July, 1962, THE TORONTO STOCK EXCHANGE 
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SUMMARY, SUGGESTIONS 
AND RECOMMENDATIONS 


(Suggestions and Recommendations are Underlined) 


CHAPTER I; 


1. 


3. 


4. 


5. 


The chief function of a Stock Exchange is to faciliate 
the purchase and sale of shares as between investors, 
The major contribution which a Stock Exchange makes 

to the well-being of the community is that of 
liquidity. Through the gathering of all available 
"bids" and "offerings" in one place, holders of shares 
listed on the Exchange are assured of the maximum 
liquidity obtainable in such shares, 

This liquidity tends to broaden ownership of shares, 
and this, in turn, increases the ability of a public 
company to raise funds, 

Authorized membership of the Toronto Stock Exchange 

is 113; there are 113 seats, 

Applications for membership are first approved for 
submission to the members by the Board of Governors. 
The members then vote by secret ballot. 


The Toronto Stock Exchange is of the opinion that the 


appointment of a Chief Executive Officer from outside 


the industry contributes greatly to the public 


interest and that the appointment of "public" 


governors is unnecessary and would serve no practical 


purpose, 


The development of a "national" Stock Exchange or 


pre-eminent market should be an evolutionary process, 


Whether this would ultimately involve one, two or more 
Exchange floors in one or more cities is not yet clear, 
but it would appear at present that the operation of 
more than one floor is impractical, The Toronto 
Stock Exchange believes that its own relative stature 
among Stock Exchanges in Canada will at least be sus- 


tained in the future, and that it can, and will, play 


a vital role in the emergence of any "national" Exchange 


in due course, 
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ee es 
Para. 
Public and Press Relations policy is based on the 
principle of educating the investor. 32 
Il: 
Economic developments in Canada have affected the 
organization of security industry by creating trends 40 
to incorporation; to integration; to geographical 41 - 42 
43 


distribution; to more complete service for investors; 


to a slight dispersion of trading volume; and to 44 


) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

increased financial stability. ) 

Study is being given to the possibility of extending 

memberships beyond the present limit of 113, but 

there is no assurance at this time that this may 

be brought about, 46 

The business of brokers is a highly personalized one, 

and the character, personalities and abilities of the 

principals are of primary importance in competition 

as between members, 49 

The Exchange believes that a high degree of harmony 

and co-operation exists between the leading securities 

organizations in Canada, and that this state of affairs 

will not only continue but improve with experience on 

the part of all concerned, Sl 

The cost of handling an individual order, from the 

time the ticket to buy or sell is written out until 

delivery of the securities is completed, varies widely 

from firm to firm; so many factors are involved that 

efforts to establish an average have proven unsuccess~- 

fuls o4 

The Province of Ontario, since 1911, has imposed ,a 

tax on the transfer of securities, with some exceptions, 

The Exchange acts as an agent for the Province in 

collecting the tax on securities sold on the Excnange, 56 

The Exchange considers that whether or not a member 

OY Zi cee taal) Saofii Detetl dette i dehalchct elt tacndabahclonbees rie ah Rare a 

firm's financial statement is made public is a matter 
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for the firm itself to decide, 57 
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CHAPTER 


17. 


18, 


19, 


20. 


CHAPTER 


Zl. 


22. 


23. 


~TSi- 


The Exchange considers that the present policy which 
permits the same firm to perform the function of both 
broker and underwriter is well administered, that it is 


not against the public interest and that there should 


be no change in the present policy. 

IIt: 

Personnel of a member firm can be considered under 
the following categories; (a) Sales, (b) Research 
and Analysis, and (c) Trading and Clerical, 
Customers * Men ~ number employed - 746; Salesmen  ) 
employed ~ 869; Others who are registered to deal 
with the public - 356; Mutual Fund Salesmen =< 67; 
Floor Traders employed - 373, 
Total employed in the industry, including partners 
and directors ~- 4,543, 

The Ontario and other Securities Acts provide for 


the registration of persons who may deal with the 


public, but none of the Acts specify any qualifica- 


tions, The Exchange, with some other Canadian Exchanges, 


specifies that the employment of such persons must 
be subject to the approval of the Exchange, and 

that approval may be revoked, The Exchange sets 

an examination which must be passed by such persons, 
Members are responsible for the acts of their 
employees ~ and no employee is permitted to handle 
discretionary orders or accounts, 

IV: 

The relationship between members of the Exchange and 
their clients is a personal one in the nature of a 
trust. 


The Ontario Securities Act prescribes the conditions 


under which members of the Exchange and their employees 


and agents may solicit business from the public. 


Under the By-Laws of the Exchange, advertising by 
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- IV~ 
members is carefully regulated, 78 
There is no precise statistical evidence of the 
extent of share ownership in Canada, or of the 
occupational characteristics and income levels of 
individual shareholders, It would be useful to 
have such information and it is suggested that the 
Dominion Bureau of Statistics might gather it to- 
gether on a quinquennial basis, 79 
The Toronto Stock Exchange permits the purchase of 
stock on a margin of 50% of the purchase price 
provided its price is over $1.00 a share, and this 
percentage must be maintained at all times, 87 
There has been nothing to indicate that regu- 
lations concerning margin beyond those now 
imposed and exercised by the Exchange itself 
are necessary, 89 
The Toronto Stock Exchange considers it is potentially 
dangerous to encourage investors - particularly new 
and small investors ~ to buy stock on a time pay- 
ment plan, 92 
V3 
Factors which affect the share prices of a com- 
pany are; State of the industry of which the company 
is a part; earnings record; management; trend in 
working capital and cash flow; and psychology of the 
investors, 102 
The growing practice of "saving" through the use of 
"Institutions" is seen in the growth of Pension Funds, 
Mutual Funds and Life Insurance, 105 
Many Pension Funds have adopted a policy of dollar 
averaging - thus creating a steady demand for equities 
and giving some stability to price levels, 106 
Mutual Funds have become the greatest source of de- 
mand for equities amongst all institutional buyers, 109 


Experience has shown that institutions are well 
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36, 


37, 


38, 


39. 


40. 


qualified as investment managers and are not the 
disturbing factor on market activities that many 
observers believe them to be, 

Non-Resident Owned Funds have lost much of their 
popularity because of proposed changes in U.S, 

tax laws, If these proposals are carried 

through, U.S, investors may liquidate large 
holdings of Canadian equities, However, action 
already taken by many N.R.O, Funds should reduce 
selling pressure in the Canadian market, 

The proportion of assets of Insurance Companies 
invested in common stocks is very small and well 
below the statutory limit, 

The traditionally conservative attitude of Canadian 
investors has had the effect of limiting participa- 
tion in new or unseasoned issues, 

The proportion of Trust Company assets invested 

in equities is very modest. 


There is a paucity of statistical information 


available as to the investment of funds administered 


by Trust Companies, and it might be helpful if more 
information could be made available concerning such 
investments, 

For several past years, there was on balance an in- 
flow of funds from international transactions in 
Canadian stocks, This trend has been reversed in 
1962 when, in May alone, foreigners sold to 
Canadians a net of $15,300,000 in Canadian stocks, 


At the present time, the stock Exchange aves not 


recommend any change in investment activities of 


Pension and Mutual Funds, but a weakness in the 


selling practices should be corrected. 

The Toronto Stock Exchange believes that it is 
desirable for Canadian stock ownership to be 
edi ae ile at Ret ain ee eset eect htt ta 


broadened and that a downward revision of the 
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42. 


43. 


44, 


- VI - 


present tax structure is necessary to strengthen 
the economy and encourage new investment in Canada, 
The importance of foreign capital in contributing 
to Canada's post-war development cannot be over- 
looked, and, if the country's development is to 
continue at an appropriate rate, foreign capital 

in large amounts will continue to be a necessary 
requirement. To assure that it will be available, 
confidence in the future of Canada and its monetary 
and fiscal policies must be restored and maintained, 
The Toronto Stock Exchange believes that the entire 
taxation structure in Canada should be the subject 
of government review in which every consideration 
is given to reducing the burden of taxation now 
imposed on corporate or individual taxpayers OR to 
designing a new formula for taxation which would 
tend to encourage corporate financing through stock 
issues rather than by bond issues, 


At the end of 1961, there were 1,117 stocks listed 


on the T.S.E, with a market value of over $61 billion; 


during 1961, more than 719 million shares traded with 


a value of over $24 billion, 

An increase in the supply of equities of Canadian 
subsidiaries of foreign~-owned corporations should 
be encouraged in ways which will be beneficial 


both to the corporations concerned and to the 


Q 


anadian investors, Care must be taken to ensure 


that any encouragement or inducement to increase 


supply from this source by legislative action is 


not interpreted as punitive and thus result in 


impeding the flow of capital into Canada, 


The Exchange recommends that a study be made of 


incentives, to include tax incentives, designed to 


encourage the distribution and ownership of 


equities by all types of investors in Canada, 
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-VII- 


The Exchange has been urging listed companies 
to "split" their shares in order to keep their 
price at or below $20.00 per share, It is 


suggested that the Bank Act be amended to permit 


banks to have their shares of nominal or of no 


par value and thus permit them from time to time 


to split their shares, It would probably be 


helpful, also, in this respect if the Commission 


would indicate the advantages (if they agree 


there are advantages) to the companies and to 


the public in having shares divided from time to 


The Exchange facilities can handle up to 21,500 


daily transactions; there are 411 T.S.E. tickers 


in the U.S.A, The dial quote system has handled 


up to 75,000 inquiries per day, 


priority over ‘all other orders executed on the 


ct 


rading floor, "Orders for accounts of cus-~ 
tomers" does not include an order for an account 

in which a member or a partner, director, officer, 
shareholder or employee of a member has an interest, 
direct or indirect, other than an interest in a 
commission charged, 


" may be defined as a person who 


The professional may have a stabilizing influence 
on the market. Some members of the Exchange do 
professional trading, but there are no statistics 


available to indicate either the amount or the 


profits, if any, from such operations, 
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“VIII- 

48, Mining and junior oil stocks still have an important, 

but in recent years a declining, influence on the 

Toronto Stock Exchange due, in part, to the develop- 

ment here of a large industrial market, But Toronto 

should continue to hold a pre-eminent place as a 

mining and oil share market relative to other 

Exchanges in Canada, 173 

CHAPTER VII - Part I3 

49, As a result of Sec. 41(b) of the Ontario Securities 

Act, the Toronto Stock Exchange is respon- respon- 

sible for primary distribution of the shares of 

companies engaged in mining and oil production, 177 
50, The Exchange practice is to list only the issued 

capital of industrial companies, but to require the 178(a) 

initial listing and posting for trading of the 

entire authorized capital of mining and oil com- 

panies, 179 
51. The efforts of the Exchange to regulate primary 

financing have been devoted to two principal areas; 

a) Option and underwriting terms, and b) full dis- 

closure of all material facts, 180 
52, The Exchange is much concerned with the arms~ length 

character of a proposed transaction and has recently 

passed a ruling to limit or control the prices for 

assets sold by a director, officer or major share~ 

holder to his own Company, 186 
53. At all times, an underwriter is held to account for 

the orderliness of the market in the underwritten 

shares, and he may be penalized if, following dis- 

tribution, he completely ignores the market for 

these shares, 188 
54, Many people <- in fact, many members of the Toronto 

Stock Exchange ~ would remove the practice of 


primary distribution from the Exchange, The 


"eee 
, : he ‘ 
en + at nes 


wei 
(ayes ons fer va ad i pena perenne to snsuaee 
oda io ideal SP sh Way nd peneani 
-2on Lio bed idivien Io Regis Ri POKiin 9t ome 
“uy, | ; : | Reed | 
cing owe 8 nipsnilet ont ¥ spine nat Ad | Gan 
5 on aio feqioatng a9 of beiwal eae Hag ek pains a or, aN 
~wih ius (tad Cemyios Qutkgunwleelga ‘take Per. la \ 
ve | ae tyr ye sie 1 pnts io - i 
gual ane aids adew heiwsione ree wd “agneond oily a | oY me 
v{se0et wid Bie Hod tonMAany benaovg 4 to yadddwdn | " 
3 aaalrry a6) logy Te TBST as gotten n bar nae 
d1dan ‘wie aM ~ wu) hio weiaerth o qditdon Hieuu4 Oa ; 
ui ViaQwS swe wii 63 velltaw 


ini savooon O23 Béla “OS (ea A wemube “a an cia JA a 
nett iowrsonad odd Wi Vets ond 1G acietres od | 
~abe qui tiod Le bowl Lekg Go yaw aid. ban niin 
1) ieiae bt Antoni ele fotqaos od, oud Haas 
gut . ar. Wsacabsieae mt 
aww urt wit! ey ae eee nae inte SEgORD Guat. ste “t 
tab -taeoperemnagy Sant — iota iy aeee 
an: pe 


55. 


CHAPTER 


56, 


57. 


58, 


alternative would be primary financing of mining 
and oil ventures by prospectus under the direct 
control of the Securities Commission, It is quite 
certain that any method alternative to the present 


one would be subject to disadvantages, 


It is doubtful that any public servant, judicial 
or administrative, would act more decisively = or 
more objectively - or with more experience ~ or 
with greater consideration for the investor ~- than 
do the Governors (of the Toronto Stock Exchange) 
and their committees, It is therefore suggested 
that the present system of primary distribution be 
left as it now is, 

VII ~ Part II: 

The trend to uniformity of legislation (among the 
provinces) in the security field is more evident 
than in other areas, and there is good reason to 
assume that the trend will continue, In recent 
years, there has been an ever-increasing degree of 
liaison and co-operation between the various 
provincial commissions or other relevant author- 
ities. 

One hears in Canada occasionally the suggestion 
that we should have a federal law similar to the 
Securities Exchange Act. To justify federal 
legislation and administration, the problem of 
security regulation must be identified as a 
national problem, In Canada, this is not the 
case, It is in great measure a local problem, 
particularly in the matter of registration of 
brokers, etc., and can best be dealt with at that 


level. 


The work already done in the field of security 
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Para, 
legislation has achieved most of the desired results 
with little or no disruption of normal business and 
a minimum of expense to the taxpayer or security 
issuer, 208 


59. The Toronto Stock Exchange is of the opinion that a 


Federal Securities Act is neither needed nor justi- 


fied, but does suggest that the Federal Government 


urge upon all Provincial Governments the need for 


uniform securities laws and similar administrative 


regulations, 209 


60. As to market manipulation, this is something that is 
extremely difficult to identify and to prove, A 
comparison of Sections 323 and 325 of our Criminal 
Code, with Section 9 of the United States Securities 
Exchange Act, might indicate that our Section 325 
should be amended or extended, 

The Exchange suggests that the Commission might 

recommend that the Department of Justice study this 

subject and, after consultation with Stock Exchanges, 

Provincial Securities Administrators and others, 

decide whether or not amendments to the Criminal 

Code are needed, 209-A-B-C 
CHAPTER VII - Part III: 

61. The Toronto Stock Exchange is, to a large extent, a 
self-policing organization, and in para. 211 are set 210 
out some of the regulations which the Exchange has 
imposed upon, and enforced against, its members, 211 

62, It is the policy and determination of the Exchange 
that its affairs shall be conducted in accordance 
with the highest principles of ethics as an efficient 
quasi-public institution. 212 

CHAPTER VIII: 
63. Listing policy has been under continuous development 


over the past ten years, and the tendency has been to 
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69. 


increase the requirements, 

The Exchange does not wish to develop a list of 
highly speculative industrial issues, but, at the 
same time, it is conscious of a responsibility to 
provide a market place for smaller industrial com- 
panies - it endeavours to ensure that all companies 
deserving or worthy of listing will be accepted. 
Proof of consistent earnings is regarded as removing 
the security from the highly speculative field, but, 
if an industrial company cannot show consistent 
earnings, it may still be accepted if it can show 
net tangible assets of over $1,000,000 and working 


capital of $250,000 or more, 


A mining company may be considered eligible for listing 


when it has carried out preliminary exploratory work 
so that it can provide a competent engineer's report 
recommending shaft sinking, etc. The company must 
also be able to show cash on hand or a proposed plan 
to raise sufficient funds to carry out the recommenda- 
tion, 

In the oil and natural gas field, the policy is to 
accept for listing companies which have adequate 
financing and sufficient cash flow to ensure the 
continued life of the company - say, net cash reserves 
of about $200,000, net cash flow of $25,000 to $50,000; 
this would mean net reserves of 750,000 to 1,000,000 
barrels of light oil on a 4% annual production rate. 
Of the 1,117 issues listed on the Toronto Stock 
Exchange on Dec, 31, 1961, 620 were industrial 


and 497 mining and junior oil stocks. 


With some notable exceptions, Canadian public companies 


generally seem to fail to recognize their responsibility 


to shareholders and to see the value a well-informed 
analyst ~ and public - plays in fostering new investor 
confidence in their securities. It is the Stock 


Exchange's view that it is inconsistent to encourage 
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73. 


74, 


75. 


Pa tae 


wider share ownership without encouraging more 


informative company reporting. 


The Toronto Stock Exchange endorses the recommenda- 
tions made by The Security Analysts Association of 


Toronto in a brief submitted in 1956 to the Royal 
Commission on Canada's Economic Prospects. 


The Toronto Stock Exchange suggests that legislation 


be effected under the jurisdiction of the federal 


and provincial Companies Acts and the provincial 
Securities Acts, establishing a high uniform set 
of standards requiring full disclosure of company 


affairs, as set out in paragraphs esceccccceesccese 


The above recommendations are not new, nor are they 
unreasonable demands to be made upon Canadian public 
companies, 

As to "take-over bids", it must be appreciated that 
the Stock Exchange influence can extend only to 
companies listed on the Exchange and there is some 
doubt as to the wisdom of imposing a method of 
action on such companies which might place them at 
a disadvantage vis-a-vis unlisted companies, 
including foreign companies, 

The Toronto Stock Exchange considers that legis~ 


lative action, probably by amendment of federal 


and provincial Companies Acts, is desirable in 


laying down a code of procedure to be applicable 


to all parties to such "bids" - provided that 


enactment of the same code in all provinces and 


by the Federal Government should be simultaneous, 


As to unlisted trading, unless it is recognized 
that there is an obligation on the part of the 
underwriting firms to later provide a market for 
the securities placed with the public, an important 
part of the mechanics by which capital may change 


hands will be missing. 


Para, 


232 


234 


236 and 237 


238 


242 to 245 


246 


260 


SS aa eae 


; 7 
Wy 


i «@ 


| on ae 
AICS Seb ERATE PASS * my ' cua: 
4 , y oe Ae 

paki igen Sa ET nay: 


i ony aie tits RT Re Sees: 
ssw an ean 


ann 
lea! 


hier 


TER tie GEL yas aah as e@4 ' (ouktion ee i iy 2% i 
dade aye 100 sn: on le oeaenaaiaaaaiaiie ay | 

. H 
oddity ay Ehen> igus NADY ath sbuhash: ghdeaoannnay i 


aes a i 
tw). Gaveloesqgge od sium Bh (nde aie ail ot,eh ,6T By 

nh -eviie en a sed obanwink i aigteaeh onc doard eda . <i 
ee aay 

te hobtin, « aeihoyad 20: alam ay ot ea) Heed me 

ae 940) ad eitgs Magia able kanyenin meat ar ab Ho oN 

, cesta ® DEE hye eat Ward Pane hends te cy 4g 

a4 oy GPS 261 amepibre “eepsana) goininbenis 2 


= pipet sem, #9 ee epee at a an 


i 5 iidw eden ai i abies idiemahiialtie AH 
nico faye ui ehy, aainine ii ld gee, Biel, ee al 
Bp? Sob yong - at ac see +50 piaes BAe oo | 
ek om Lin tt oon pmaye od iiadingmeyens 
ams, aes | ais snl bu Sealy Aa 
ves ign! af 94 deed gee wo RePiel ga ah 6 oe 
i 16 40h anh ah pelea Wea een ann ' 
jo) ainda @ ebayer, \edit Om onad) Qivksbweisia . Z| 
‘rascongl ae , 2iog) ab) age ‘Domi tq tn bedi oa 
Vaan Yam fu thes, Av the oi qovhnogn at” a6 awe 
O08 wit fume etn at, Ry gine i 


CHAPTER I 
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STRUCTURE OF THE INDUSTRY 


GENERAL 


1. Stock exchanges are an inherent part of the free enterprise 
systen. Virtually every major country boasting a well developed 
capital market has one or more stock exchanges among its financial 
institutions, The London Stock Exchange was organized in 1773 
and the New York Stock Exchange in 1817. The first stock exchanges 
in Canada were organized before Confederation and incorporated in 
the 1870's. 
2. The chief function of stock exchanges is to facilitate the 
purchase and sale of shares as between investors by bringing together 
in one place orders from those who wish to buy and those who wish to 
sell. The price at which a share transaction is carried out on the 
Spctaigs is determined by these forces of demand and supply in such 
shares at that time, as represented by the best price which one or 
rons investor(s) is willing to pay (the bid) and the best price 
which one or more investor(s) is willing to accept (the offering). 
3 The major contribution which stock exchanges make to the 
economic well-being of the community is that of liquidity. Through 
the gathering of all available “bids” and "offerings" in one place 
(the stock exchange), holders of shares listed on the exchange are 
assured of the maximum liquidity obtainable in such shares, 
Because of this high degree of liquidity, broadened ownership of 
shares listed on one or more stock exchanges is greatly enhanced 
and encouraged. In turn, broadened ownership of shares greatly 
increases the ability of public companies to raise funds through 
share issues, as and when required, This means of raising capital 
has been an essential ingredient in the growth of all industrialized 
nations of the free world, 
BRIEF HISTORY OF THE TORONTO STOCK EXCHANGE 
4, Until about the mid-19th Century, most manufacturing or 
commercial enterprises in Canada were relatively small and privately 
owned, Enterprises which required larger amounts of capital (e.g., 


banks, railways and trading companies) obtained most of their capital 


from abroad ~ primarily England. 
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Ve As the economy (and the need for share capital) grew, the 
requirement for broader share trading markets (i.e., liquidity) in 
Canada became increasingly obvious, The Toronto Stock Exchange 
was founded in 1852 with twelve members. Twenty six years later, 
the twenty members of the then existing unincorporated Toronto 
Stock Exchange successfully petitioned for incorporation as The 
Toronto Stock Exchange, which was created by a special Act of the 
Legislature of Ontario in 1878. Amendments to the Act were 
subsequently passed in 1902 and again in 1912, and Supplementary 
Letters Patent issued in 1941, Reasons for these revisions are 
given below. 

6. In 1908, in response to a similar need for broader trading 
markets in mining shares, the Standard Stock and Mining Exchange 
was incorporated in Toronto as an independent organization. 

TV. In 1934, the 62 members of the Toronto Stock Exchange 
amalgamated with the 51 members of the Standard Stock and Mining 
Exchange (under the continuing name of "fhe Toronto Stock Exchange"), 
making it the largest stock exchange in Canada ~ a position which it 
still retains, 


NUMBER OF MEMBERSHIPS AND SEATS 
AUTHORIZED, AND HOW HELD 


8, Since the amalgamation of the two exchanges, the number of 
authorized memberships available has remained constant at 113, 
although there have not always been 113 active members; for example, 
at present there are 108, 

95 Since the amalgamation, there have been 113 seats - one 

for each membership. Any one member may be permitted to hold up 
to three seats, but is entitled to only one vote regardless of the 
number of seats held. When a member is a partner in a member firm 
or director of a member corporation, his membership and seat under 
which he has qualified as a member must be made available as an 
asset of the partnership or member corporation, and available to 
the creditors thereof, The firm or corporation may have in it 
more than one member of the Exchange and thereby may have more than 
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one seat held and available as aforesaid. 

10. The sales and prices of seats in the period 1947-1961 are 
shown in Appendix No, l. 

QUALIFICATION AND ELECTION OF MEMBERS 

Hot. Every applicant for membership in the Exchange must be at 
least 21 years of age, male, a British subject, and have been in 
business for at least three months as a stock or bond broker, or 
employed for at least three months in the office of a stock or 
bond broker. An application for membership is referred to the 
Board of Governors for approval and, if approved, is voted upon 
by secret ballot by existing members. No ballot becomes effec- 
tive unless at least twenty members cast their votes; one negative 
vote in each five is required to reject an applicant. Any 
applicant whose application is not approved by the Board, or who 
does not obtain the required affirmative majority on a ballot, 

may re-apply after six months have elapsed. On the New York and 
London Stock Exchanges, the Governors have full power themselves 
to elect members, 

LOCATIONS OF HEAD OFFICES 

12. Of present members, there are 71 with main or their 
resident offices in Toronto; 13 in Montreal; 9 in New York; 1 in 
Vancouver; 1 in Winnipeg and 3 in London, Ontario, Many members 
have branch offices throughout Canada, and some in London, England, 
and New York, 

FLOOR TRADERS ALLOWED 

13. For each seat owned, the member may have four traders on 
the floor of the Exchange plus the member himself, or five traders 
excluding himself. These traders are known as "attorneys" or 
"¥loor traders", 


GOVERNMENT, CONTROL AND MANAGEMENT 
OF THE EXCHANGE 


14, The Exchange operates under the authority of a) its Act 
of Incorporation, b) By-Laws, and c) Rulings. By-Laws beconie 
effective through the majority vote of the members at duly 
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constituted meetings of members, at which 25 members present in 
person constitute a quorun, Under the By-Laws, the government of 
the Corporation is vested in the Board of Governors (the "Board"), 
who in turn have "authority to make Rulings not contrary to the 
provisions of these By-Laws and to repeal and amend the same from 
time to time, and such Rulings shall be binding upon members, 
member firms and member corporations." (By-Law No. 7, Sec. 5). 
15. The Board of Governors consists of ten members of the 
Exchange (elected annually), plus the President (a non-member 
permanent paid employee of the Exchange). Officers of the 
Exchange include (i) four (of the ten) members serving on the 
Board of Governors who are elected to the positions of Chairman, 
Vice-Chairman, Secretary and Treasurer, (ii) the President (and 
Chief Executive Officer), (iii) three Vice-Presidents, an 
Assistant Secretary and a Director of Research (those in (ii) and 
(iii) are full-time paid employees of the Exchange), An organiza- 
tion chart is shown in Appendix No. 2, 

16, None of the members of the Exchange serving on the Board 
of Governors (including those serving as Officers) receive any 
remuneration for such services, Meetings of the Board are held 
regularly on a weekly basis and at such other times as the Chairman 
may direct. 

Lis Members of the Board and some other members of the Exchange 
are members of various Committees as indicated in Appendix No. 3, 
SHOULD GOVERNOR BE APPOINTED FROM "OUTSIDE"? 

18. The question has been raised from time to time as to the 
merits of appointing to the Board one or more persons not directly 
associated with the Exchange, Those in favour hold the view that 
such appointees might bring an additional degree of objectivity to 
Board decisions and further serve the public interest, 

19. By their nature, matters placed before the Board for 
decision are more numerous, varied and intimately connected with 
the day-to-day business of the Exchange than those normally placed 
before the Board of Directors of a public company. Accordingly, 
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a more complete understanding and appreciation of the affairs of 
the Exchange and its members is required in order to intelligently 
assess them than could be expected from an "outside" member of the 
Board. In the view of the Exchange, this factor, together with 
the necessity on the part of Board members to devote a considerably 
greater number of business hours each week to Board meetings than 
is usually expected of non-management directors, would appear to 
place an unfair onus and responsibility on any member of the Board 
not directly associated with the affairs of the Exchange and its 
members . 


PRACTICE IN THE NEW YORK AND 
AMERICAN STOCK EXCHANGES 


20, Governors from outside the membership ("public" governors) 
are provided for in the constitution of the above - and perhaps 
other - exchanges in the U.S.A. and are actually appointed, From 
the standpoint of public relations, this is probably a good thing, 
but, as far as can be learned, in actual practice they contribute 
little to the government or regulation of the exchanges or to the 
formulation of policy. 

21. Rather than by having public governors, it is acknowledged 
by most brokers that a far more realistic recognition of the quasi- 
public nature of an exchange's function, and a much more practical 
way of ensuring an objective consideration of the public interest, 
is by the appointment of a President and Chief Executive Officer 
from outside the membership, This the Toronto Stock Exchange 
believes has been proven in New York and, also, in Toronto, where 
in early 1961 an "outsider" was appointed. 

CONCLUSION 

22.6 The Toronto Stock Exchange is of the opinion that the 
appointment of a Chief Executive Officer from outside the industry 
contributes greatly to the public interest, and that the appointment 
of "public" governors is unnecessary and would serve no practical 
purpose, 

AFFILIATES OF THE T.S.E, 

23. Affiliates of the Exchange are two other corporations: 


eee 6 


(weiter "osting') ‘nineteen eta oe 
agate bite = “volte ell 2o mongwnkawoons le at Wo? hed VERE OM) 
wos} chiwsahngge —EhaOrae a, ta cilia WA Ae gaara, mite 
ikl hoog a yMegong or shes ceamaaire en Me Usagi dy @ts 


omuderinos yor volsneig Aagsye AF tomes wd ago 6, hada te — 


wilt ot xe te giddiep 2b) do boiningenh te doacebtowe wl ot O82eaE 


Sioa ro woken tied 
unabar}woedgn | a mr te) ee atta es oady etien at He 
«teeny od! to HOR GOUT SLyei any CFOm GUD W268) WN tape w i 

fustionay wom tome a fd Tala a ih a ease sie. omiee at Shag’ 
twesesa2 of fiaj ony to fetieumblaos evitdowtde on gezgunde te yew ay 
meena ovidvaéel hie? os idee Pees) ‘* te SamBIQIONGS end a a a, 


camsein 4g098 oro ety diwt yqenekedne ads Game coat 
fie oceow? a sale soa #10 gee al Bpvpag teed de aeientod 


bo iaseuqa, naw" gabteowa”™ = ibd) gles os 


: 


rh) it a 
eiiu Jede avintye ed) Jo Ob yg aninieas tome alt atl Se 


ievows a6) vbintvo att ven RE ey Tae fein? A Se Jim aloqge 


imvatiiogds eo del bee sedeoint wildagredziag olieet, ebaudt yta05 
: ‘i 1 Pa 
frviyoory, Oe oer biuve bole Palen RA et Way “wdhteturg” “So 


j den AW OgNee Beto Owe 2a opuedad® ant tw memnateate «&@ 


a) The Toronto Stock Exchange Clearing Corporation, 
which operates a “clearing house" in the Exchange 
premises under the management of the T,S.E. 
Through it, accounts are settled and shares 
delivered between the members and the Exchange 
rather than directly between members, 
b) The Toronto Stock Exchange Building Corporation, 
which holds and manages real estate used now, or 
intended to be used in the future, for Exchange 
pur poses, 
24, The Exchange operates a contributory pension plan for the 
benefit of its full-time employees - these numbered 141 (including 
twenty in the Clearing House) as at June 1, 1962, 
NATIONAL STOCK EXCHANGE 
25. Although more than one stock exchange normally exists in 
most of the highly developed countries of the world, one exchange 
usually predominates in each country and may be referred to as a 
“national” exchange. The "national" exchange in the U.S.A. may be 
said to be the New York Stock Exchange and, in England, it would be 
the London Stock Exchange, A major factor in the development of 
these institutions to their pre-eminent position in their respective 
countries has undoubtedly been the heavy concentration of financial 
institutions (e.g., major banks, insurance companies) in the cities 
in which these exchanges are located; e.g., New York has been the 
recognized financial centre of the United States, and London the 
recognized financial centre of England, tor many years, Reasons 
for this are varied, but appear to flow from the natural course of 
events. 
26, In Canada, developments have been somewhat different. In 
the early years, a substantial portion of the capital necessary for 
Canada’s growth was imported from Europe (particularly England), 
It has been estimated that by the beginning of World War I, approxi- 
mately 75% of (direct and indirect) foreign investment in Canada was 
British and only about 20% was U,8.* Thus, the importance of 
coe FT 


* Source: "American Capital and Canadian 
Resources" by H, C, J. Aitken - p. 36. 
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Europe as a source of Canadian capital inflow, the relative slow- 
ness (by modern standards) of transportation and communication, the 
earlier settlement of Eastern Canada, and the geographical location 
of Montreal, all contributed to making that city pre-eminent in 
Canadian financial affairs in the 19th and earlier years of the 
20th Century. 

27. In the past several decades, the United States has replaced 
Europe (particularly England) as the major source of Canadian 
capital inflow. For example, it has been estimated that in the 
period 1939 to 1958 the U.S. was the source of about 85% and the 
U.K, of about 5% of Canada's capital imports,* This factor, 
together with more rapid means of transportation and communication, 
and the westward development of the Canadian economy, resulted in 
the rise of Toronto to vie with Montreal as the financial centre of 
Canada, This is not the proper platform to argue the relative 
merits of Toronto and/or Montreal as the country's financial centre, 
but, with respect to the Toronto Stock Exchange, suffice it to say 
that in the past three calendar years an average of 68.7% of the 
dollar value of trading on all stock exchanges in Canada has been 
conducted on that Exchange and 70.2% in 1961 alone, Figures for 
all stock exchanges and for the Toronto Stock Exchange for each of 
the years 1946, 1951, 1956 and 1959-61 were as follows: 


Total Value of Trading on all Value of Trading on T.S.EL% 
Year Stock Exchanges in Canada Toronto Stock Exchange of Total 


1946 $1, 233,463,000 $ 748,742,061 60.7% 
1951 2,070,159, 696 1,174,246 ,660 56.7 
1956 3,774, 604,550 2,510,751 ,759 66.5 
1959 2,816,949, 344 1,860,422, 327 66.0 
1960 1,749, 431,069 1, 223,330,494 69.9 
1961 3,596,536, 416 2,526,349, 869 70,2 


In share volume in 1961, 66% of the total industrial sales in Canada 
and 76% of mining and oil sales were made on the Toronto Stock Exchange, 
28. The development of a "national" stock exchange or pre-eminent 
market should be an evolutionary process, The Toronto Stock Exchange 
oor 8 


* Source; “American Capital and Canadian 
Resources” by H, C. J. Aitken - p. 54. 
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feels that factors at work in the Canadian economy at the present 
time are likely to lead eventually to the emergence of one such 
pre-eminent exchange in Canada, Whether this would ultimately 
involve one, two or more exchange floors in one or more cities is 
not yet clear, but it would appear at present that the operation 
of more than one floor is impractical, However, the ultimate 
development of a prime stock exchange will never preclude the 
continuation of many existing (or the rise of new) “regional” 
stock exchanges to fulfill functions of a regional character, 

The Toronto Stock Exchange believes that its own relative 

stature among stock exchanges in Canada will at least be sus- 
tained in future and that it can, and will, play a vital role in 
the mergence of any "national" stock exchange in due course. 

29, To some persons it seems wrong and against the public 
interest to permit one Exchange to gain a pre-eminent position, 
The reverse is the case ~- a multiplicity of trading places leads 
to a dispersion of orders, a consequent thinner market and, as a 
result, greater spreads between bids and offerings, Furthermore, 
the more trading places, the more the cost per transaction in 
operation, The cost of modern electronic equipment alone, to 
afford prompt and efficient quotation, record keeping and other 
services for members and, through them, to the public, is stagger- 
ing and requires large volume in one place to justify the necessary 
expenditures, 

30, The Exchange believes that it has an important role to 
perform in Canadian investment affairs and that its relative 
importance will not diminish in future years, It is also keenly 
conscious of its responsibility to the public generally and that 
its future growth and development will depend upon the maintenance 
of a high standard of ethics among its members, 

31. A comparison of trading in securities interlisted on the 
Toronto, New York and American Stock Exchanges (Appendix No, 44) 
would suggest that important competitors of the Toronto Stock 
Exchange are American exchanges, as some Canadian companies have 
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sought listings there, A national exchange in Canada would, it 
may be assumed, provide stronger competition than is provided by 
the “splitting” of Canadian trading between two or more exchanges 
(See Appendix No, 45). 

PUBLIC AND PRESS RELATIONS 


32. The publicity policy of the Exchange is based on the 


principle of educating the investor, and, at present, approximately 


$60,000 per year is spent directly on such a programme, For 
example: 

(a) Last year and again this year, a booth has been 
operated at the Canadian National Exhibition in Toronto. 

A new film strip will be shown this year to depict and 
explain types of investments, how orders are executed, etc. 
Volunteer employees from member firms are present to answer 
questions and explain Exchange procedure, Some informative 
literature is available (two samples are at Appendix No. 37). 
Several hundred thousand visitors showed great interest in 
this C.N.E. display, 

(b) In 1961, a small magazine was started ~ The TSE 
Digest (sample at Appendix No, 38) - which is proving more 
popular with each issue; there are ten issues a year and the 
size is being increased, 

(c) A modest programme of newspaper advertising is 
being carried over the term of the year in the principal 
daily, weekly and college papers in Canada (sample ad, at 
Appendix No, 39). 

(d) A new coloured motion picture - 24 to 26 minutes - 
is being produced for showing or loan to interested groups 
across Canada, In 1952, at the time of the Exchange's 
centenary, a film was made and has been seen by several 
million viewers, but is now out-of-date, 

(e) For the first time in 1962, an Annual Review of 
the Exchange's activities in the previous year was produced 


(copy at Appendix No, 40). 
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In all advertising, emphasis is placed upon the necessity 
of investors having a financial status which justifies their pur- 
chase of equities, They are warned that there is an inherent and 
varying element of risk in all equities and that they should buy 
only after careful consideration and after advice from an 
experienced member of the Exchange, 

INDICES 

33. In addition to providing the press with bid and ask 
quotations, total sales, etc., the Exchange compiles and issues 

four indices each hour that the market is open and seventeen quoted 
market indices monthly. A new set of indices is now in course of 
preparation and is expected to be available in the Autumn of 1962, 
DAILY BULLETIN AND MONTHLY REVIEW, RADIO, ETC. 

34, A daily bulletin, showing all sales, bid and ask quotations 
and other useful information, is sent to all members and is also 
available to the public by subscription (copy at Appendix No, 41), 

A Monthly Review is also issued (Appendix No, 42). Charts are 
provided to the press, and market summaries prepared for Reuters 

and other foreign news services, The Exchange does a daily radio 
broadcast in which 35 stations across Canada participate, 

VISITORS TO THE EXCHANGE 

35. An estimated 25,000 visitors came to the public galleries 
of the Exchange last year; here, a tape recording of the trading 
process may be heard on ear-phones, and there is also a visual 
animated chart showing the course of action from the time an order 
is given until it is executed, Conducted groups of school children, 
service clubs, etc., are shown over the Exchange premises, On 
occasions, evening trading demonstrations are put on for interested 
groups. Each year, a group of eight to ten university professors 
are guests of the Exchange and learn of its operations through talks 
by the executive staff and a visit to the floor, etc. 

FINANCING THE EXCHANGE OPERATIONS 

36, (a) The cost of operating the Toronto Stock Exchange is met 
by receipts from the following sources; 
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Total Fiscal Year 
Ending 3lst March, 1962 


Members' assessments, as determined from time 
to time by the Board of Governors. (Fiscal year 
1961 - 1962, $300 per member) $ 33,900 


Attorney fees. A charge of $12 per month for each 
member's attorneys on the floor, 51,312 


Clerk fees. A charge of $5 per month for each 
member's clerk on the floor. 3,310 


Telephone booth. A charge of $35 per month for 
each member's booth on the floor, 41,772 


Ticket charge. A charge of 94 cents to each 
member for each transaction on the floor. 276 ,823 


Curb trade charge. An additional charge of 5% 

of the regular commission rates on each trade 

made by members in stock traded on the Curb 

Section. (now eliminated) 41,795 


Fines and entrance fees. Charges levied on 
members on transfers of seats, fines for 


infractions, etc. 32 ,030 


Transfer tax commission. A commission paid by the 
province on transfer taxes collected by the Exchange. 54,594 


Ticker commissions. A commission paid by the Cana- 


dian National Telegraph on all tickers in service. 68 , 342 
Interest on investments and other income 60,594 
Listing, filing and sustaining fees (See Note) 379 ,187 

$1 ,043 ,659 


Note: As the revenue from listing fees and filing fees is subject to 
considerable variation from year to year, only 10% of these fees 
when received are taken into current revenue and the balance 
placed in a special reserve of which 10% per annum is also brought 
into current revenue. Thus, listing and filing fees are being 
amortized on a ten year basis. Had listing and filing fees been 
taken into revenue as received, this figure would have been shown 
as $515,491. 

(b) The Exchange being a non-profit organization, the 
various charges to its members by assessment and otherwise are 
calculated to meet operating expenses each year and to permit the 
setting aside of such reserves as may be considered prudent to 
meet future requirements, 

Such future contingencies are possible periods of 
reduced revenue when the incomes of the membership might also be 
reduced and large-scale expenditures for new equipment which, 
based on past experience, will be required from time to time. 

As intimated later in this brief, it is expected that new quo- 


tation equipment will be installed in the early future and in 


addition increased accomodation must be provided. 
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(c) Hereunder is a statement of Exchange expenditures for the 


year ending March 31, 1962. 


STATEMENT OF EXPENSES 


For the year ended March 31, 1962 


Buildings 


Realty taxes 


Fuel 2,442.35 
Insurance 3,963.77 
Laundry 1,177.09 
Light 7,003.68 
Maintenance and repairs 27,914.51 
Power 4,084.90 
Janitor's supplies and services 24,856.91 
Wages 36,898.11 
Water 3,214.68 
Pension plan 3,916.14 
Excess expenses, 226-230 Bay Street 4,773.39 $179 ,476 .36 


$ 59,230.83 


Exchange 
Salaries $439 ,017 .57 
Telephone and telegrams 13 ,396 .49 
Ticker service 10,317.50 
Audit fees 2,000.00 
Exchange auditor 13,800.00 
Law costs 11,562.75 
Pension plan 27 ,825 .92 
Advertising 23,315 .02 
General expense 46 ,440.05 
Printing, postage and stationery 34,127.27 
Business taxes 30,324.70 
Teleregister maintenance 15 ,293 .46 
Unemployment insurance 4,190.39 
Employees’ hospital plan 3,914.40 
Business machine rental and expense 74,922.19 
Rent 9,694.06 
Employees' benevolent fund 15,000.00 
Monthly Review 11,842.05 
TSE Digest 4,261.59 
Sundry travelling 14,019.33 
Special travelling 10,585 ,15 
Research and new processes 16,629.50 $832 ,479 .39 


$1 011,955.75 
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CHAPTER II 


Trends in the Development of Member 
Organizations 


Economic Developments Affecting Members 


Trend to Incorporation eee eee 
Trend to Integration coe eee 
Trend to Geographical Distribution 

Trend to More Complete Service eeo 


Trend to Dispersion of Trading Volume 


Trend to Increased Financial Stability 


Stabilization of Exchange Seats ... 
Internal Organization of Members ... 
Competition Among Members ... ose 
Changes in Membership eee eee 


Exchange's Relationship with Other 
Security Organizations 


Commission Rates eee eoe eco 
Block Trading and Special Commissions 
Cost of Handling a Transaction ... 


Comparison Toronto and New York 
Commission Rates 


Transfer Taxes eee so. ece 
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TRENDS IN THE DEVELOPMENT 
OF MEMBER ORGANIZATIONS 
37. The changes which have occurred in the activities of 
security dealers in Canada in general, and of the Toronto Stock 
Exchange members in particular, in the years since World War II 
must be viewed in the light of economic developments in this country 
during the same period, 
ECONOMIC DEVELOPMENTS AFFECTING MEMBERS 
38, The more significant of these developments in relationship 
to the Canadian securities industry would appear to be; 
(i) population growth; 
(ii) sporadic but general increase in national 
income (total and per capita); 
(iii) discovery and development of natural re- 
sources (e.g., petroleum and natural gas 
in Western Canada, uranium in Ontario and 
Saskatchewan, iron ore in Labrador, etc.); 
(iv) large capital requirements by various 
sectors of the economy (Seaway, pipelines, 
etc.), both public and private; 
(v) increasing institutionalization of savings 
for investment purposes (e.g., insurance 
companies, trust companies, pension funds, 
mutual funds); 
(vi) development of more rapid means of trans- 
portation and (particularly) communication; 
(vii) growth in interest in Canadian securities 
on the part of foreign (particularly U.S.) 
investors and some tendency in recent years 
for a growth in interest in foreign 
securities among Canadiaa investors; 
(viii) changes in personal income taxes, particu- 
larly in the area of graduated tax rates 
and dividend tax credits; 
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39. 


the securities industry has been an active one, 


= i 


(ix) improving knowledge of actual and potential 


investors in investment matters. 


With respect to many of the items cited above, the role of 


has been one of response to the challenges and opportunities 


which have resulted, 


In others, it 


The effect of these and other stimuli on 


members of the Toronto Stock Exchange is reflected in the following 


broad developments? 


TREND TO INCORPORATION 


40. 


(a) Until the early 1950°s, membership in all stock 
exchanges in either the U.S. or Canada was restricted to 
sole proprietorships or partnerships. In 1953, the New 
York Stock Exchange permitted incorporation on the part 
of its membership. In December 1953, the Toronto Stock 
Exchange passed By-Law 67, which permitted incorporation 
of its membership as of January 1, 1954, Simultaneously, 
audit requirements to adequately safeguard the interests 
of both clients and other dealers under the new circun- 
stances of limited liability were sharply increased, 

(b) Effect of Income Tax Policy <- Introduction of 
By-Law 67 was a recognition on the part of the Exchange 
of a number of the factors referred to in para, 38 and 
their impact on the business affairs of Exchange members, 
Chief among these was the difficulty of many members, 
under the incidence of graduated personal income taxes, 
to retain in their unincorporated businesses a 
sufficient portion of their earnings to finance their 
growing capital requirements, A high level of retained 
earnings (plough-back) has been an essential ingredient 
in Canadian business expansion in post World War II years. 
It has been of particular significance to members of the 
Exchange, 

(c) Effect of Exchange Regulations - Under Exchange 


regulations, every partner of an unincorporated member and 
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every holder of voting shares of an incorporated member 
must be either an officer or an employee of his member 
organization actively engaged in the business (or of an 
affiliated company) - unless he is in active government 
service or his health does not permit ~- and devoting the 
major portion of his time thereto, Although this regula- 
tion was deemed by the Exchange a necessary means of 
ensuring a high degree of control over the affairs of its 
membership, it was also a restrictive one in terms of 
sources of capital for member firms. Thus, to provide 
long-term capital to meet the financial needs of an 
expanding securities industry in an expanding economy, 
member firms have had to rely upon (i) the personal 
financial resources of active participants in their 
organizations, (ii) retained earnings. 

(d) Earnings Invested in Business - The greater 
ability to plough back earnings, which, since 1954, 
might be done if incorporated, is undoubtedly responsible 
for the sharp increase in corporate membership in recent’ 
years (see below). 


No, of TSE Member Organizations 
Type of Organization as at January lst 


1947 1952 1957 1962 
Sole proprietorship 18 10 8 4 
Partnership i fe) 88 50 46 
Corporation 0 _0 41 48 
Total No. of 
Organizations 93 98 99 98 


~—- —— — ~—— 


(e) Resulting Stability - There can be little doubt 
that this permissive alteration in form of organization 
has played an essential part in the rapid physical expansion 
and greater financial stability which has occurred among 
Exchange members (and their affiliates) during the past 
decade, and continuance in the trend to incorporation is 


expected, 
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TREND TO INTEGRATION 


41. 


(a) The combination of a number of factors referred 
to in para. 38 has also led to a high degree of integration 
on the part of many members of the Exchange, For example, 
as at January 1, 1949, only 41% of Exchange members were 
directly (or indirectly through affiliates) members of the 
Investment Dealers’ Association of Canada. As at May 15, 
1962, the figure had risen to 74%. Similarly, the direct 
or indirect association of Exchange members with other 
security organizations (e.g., Montreal Stock Exchange, 
Canadian Stock Exchange, Vancouver Stock Exchange, Broker- 
Dealers* Association, etc.) has shown a rising trend in 
the post-war period (see Appendix No, 4 for detail, and, 
for a list of members with financial directorship, see 
Appendix No. 4(a)). 

(b) The Broker-Dealers' Association has a Board of 
eight Governors, and the Ontario Securities Commission 
insists that three of these be members of the Toronto 
Stock Exchange, In 1961, the T.S.E. brought its influence 
to bear upon the B.D.A. to deter members of the latter 
organization from using high pressure methods in marketing 
securities in the United States, having learned that 
certain deplorable instances were attracting disrepute to 
the brokerage industry in Canada, in the broad sense, 

(c) Ontario Securities Commission ~ Relations between 
the Stock Exchange and the Ontario Securities Commission 
are close and cordial, and require frequent consultations 
together on many matters of mutual interest where such 
consultation is helpful although not mandatory. Formal 
relations pertain to the following matters: 

(1) Membership in the Stock Exchange is accepted 
by the O,S.C. as one of the three self~policing bodies 
to which a securities firm (with minor exceptions) 


must belong in order to deal with the public. 
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(2) Registration with the 0,S.C. of securities 
salesmen, 

(3) Registration and filing of prospectus with 
the 0.S.C. of primary placement of certain new issues 
to the public. 

(4) Arrangement for escrowing and subsequent 

release of blocks of vendors’ shares. 

Informal relations include among such other matters of joint 
concern as: 

(1) Discussion regarding certain personnel 
admissions, where acceptance is not automatic. 

(2) Conduct and attitude towards their public 
responsibilities of member firms. 

(3) Revoking of registration where other 

restraint appears ineffectual, 

(d) Effect of Diversified Investing - Basic factors behind 
this high degree of integration and co-operation among members 
of the Exchange (or conversely among the members of the other 
security organizations) are many and varied, One has been 
the post-World War II trend on the part of institutional, 
corporate and individual investors alike to deal in both debt 
securities and equities, and the corresponding desire of many 
security dealers to broaden their services to include both 
types. Another has been the rapid strides in both trans- 
portation and communication, which have greatly facilitated 
security (debt and/or equity) transactions between various 
parts of Canada and between Canada and other countries. 

(e) Effect of Multi-Membership - Thus, for example, a 
security dealer based in one part of Canada may, through 
branch offices, deal with investors in many other areas of 
the country. Membership on the Toronto Stock Exchange gives 
him access to a highly liquidable market in a large proportion 
of Canadian (as wel] as a few foreign) preferred and common 
shares, Membership in other exchanges in Canada tends to 
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supplement the share markets to which he has access and, 
therefore, broadens the range of the services which he 
can make available to his clients, Membership on the 
New York Stock Exchange provides him with ready access to 


shares listed on that exchange. Membership in the Invest- 


ment Dealers’ Association of Canada provides him with ~ among 


other things - access to new issues of certain securities of 
all classes (bonds, preferred and common shares) which 
membership in one or more of the other security organiza- 
tions is unlikely to provide hin. 

(f) Effect of Broad Investor Interest - The apparent 
complex relationship of membership in various security 
organizations among securities dealers - as suggested by 
the present relationship of members of the Toronto Stock 
Exchange with other groups - is a natural outgrowth of the 
broadening investor interest in securities of all class 
and kind in evidence throughout the Western world in latter 
years, The significance of this inter-relationship or 
internal integration is primarily that which typifies the 
free enterprise system - a desire and a ready response on 
the part of (the securities) business to meet the demands 
of the ultimate consumer (investor). 

(g) Conclusion; Increased Integration - Increased 
internal integration may be expected, but perhaps at a 
slower pace than has been the case in the post-war years, 
However, if the trend in recent years to a greater interest 
in Canadian securities on the part of foreign investors, 
and in foreign securities on the part of Canadian investors, 
continues, it is possible that greater integration between 


members of various security organizations in Canada (in- 


cluding the Toronto Stock Exchange) and of security organiza- 


tions in other countries will take place in the future, 


TREND TO GEOGRAPHICAL DISTRIBUTION 


42. 


(a) Head Office Locations - Membership in the Toronto Stock 


Exchange (as represented by head office location) has materially 
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broadened in a geographical sense as well, in post-war years, 
This is clearly borne out by the following figures: 
No. of Organizations 
TSE Member Organization as at January Ist 
1947 1952 1957 1962 
Head office in Ontario* 82 80 81 74 
Head office in Quebec 5 10 9 13 


Head office elsewhere 


in Canada 1 2 1 2 
Head office in U.S,A. 5 _§& 8 2 

9398 99 98 
* Includes Toronto 78 78 79 71 


The impressive increase in T,S.E. member organizations with head 
offices located in the Province of Quebec and in the United States 
during the past fifteen years, evident from the above statistics, 
once more focuses attention on the broadening scope and varying 
relationship which has typified the securities industry in the 
post-war years. 

(b) Interest in U.S, Securities - Securities markets are 
no longer of exclusive interest to local investors, or to local 
securities dealers, Investors living in one area of Canada are 
interested not only in Canadian securities available locally, but 
in Canadian securities whose primary markets are located in other 
areas of Canada, In recent years, they have also shown an 
increased interest in U.8,. securities whose primary markets are 
located in that country. Similarly, U.S, investors have widened 
their security horizons to include Canadian securities with 
primary markets located in various parts of Canada, 

(c) Branch Offices - In order to provide as complete a 
service as possible to investors in various areas, securities 
dealers have shown a marked tendency not only to add to their 
facilities (by becoming members of security organizations in other 
areas), but also to add to their outlets (by opening branch offices 
in the areas in which the facilities are added). The degree to 
which investment firms have directly (or indirectly through 
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affiliates) responded to the widened scope of investor interest in 
Canada is indicated by the following resume of branch office loca- 


tions of T,.S,E. member organizations as at January lst, 1962: 


No. af 
TSE Member Organizations 

Branch Office Locations as at May 15, 1962 
No branch offices 40 
Branch offices in Ontario only 23 
Branch offices in Ontario and 
other Canadian Provinces ll 
Branch (and head) office in 
Quebec only 1 
Branch offices in Canada 
and elsewhere 25 

Total 100 


(d) Conclusion: More Branches Likely - This wide geographical 
location of Exchange members and their (or their affiliates) head and 
branch offices reflects not only circumstances peculiar to the members 
(e.g., ability to incorporate and, hence, more readily finance 
expansion of their organizations) but also many of the developments 
in the Canadian economy referred to earlier in this section. More 
rapid communication is not the least of these, If the trend to 
broadened interest in securities beyond their immediate markets 
continues among Canadians (and/or among residents of other countries 
in Canadian securities), considerable further geographical distribu- 
tion of Exchange members and/or their branch locations may be expected 
in future years, 

TREND TO MORE COMPLETE SERVICE 

43. (a) The preceding paragraphs indicate that the investment 

industry in Canada has tended to become increasingly complex in the 
post-war period, This has been a natural response to the growing 

demands placed on the industry by investors of all classes, 

(b) Effect of More Sophisticated Investors - The past several 
decades have seen a rapid increase in the institutionalization of 
investor funds in Canada ~ a development not unique to this country. 
This growth in what might be termed professional investing has 
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required an increasing degree of skill and knowledge among members 
of the securities industry if they are to be competitive in this 
area. Similarly, individual investors have become more sophist- 
icated as their knowledge of, and experience in, investment matters 
has broadened, Customers" men and securities salesmen have had to 
become more knowledgeable, not only about individual securities 

but also about business conditions, government fiscal and monetary 
policies, and matters of international significance, 

(c) Security Analysts Essential ~- Security analysis has 
become an integral part of the fabric of most Exchange member 
firms, Indicative of this is the fact that in 1961 more than 
one-half the members of the Exchange had one or more employees 
enrolled as members of The Security Analysts’ Association of 
Toronto ~ a group devoted to the pursuit of better investment 
information, Several members also have employees enrolled in 
Similar organizations in Toronto and other major cities, Few 
investors today ~- whether institutional, corporate or individual - 
are interested solely in one type of security. Debt securities, 
preferred stocks and common stocks are in varying demand (and 
supply) under varying conditions, Although employees of member 
firms are most likely to be oriented toward equities, they must 
have a working knowledge of (federal, provincial, municipal and 
corporate) debt securities of various kinds, and of the factors 
which affect their present and future worth. 

(d) Portfolio Analysis - This is closely associated with, 
and relies to a considerable degree on, security analysis, and 
has also become an increasingly important tool of security 
dealers (including T.S.E. members) as a means of matching investor 
requirements with available securities, 

(e) Mutual Funds have become increasingly popular in 
recent years as investment media for Canadian investors, Although 
most mutual funds have their own retail sales force, a portion of 
their sales are derived through various investment firms, The 


Exchange has no financial statistics on the degree to which its 
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members participate in this area, It is believed, however, that 
although in isolated instances the volume of mutual fund share 
sales may be significant, total sales by members as a whole would 
represent only a minor portion of Exchange member firm revenues. 
Similarly, such volume is believed to represent only a minor 
portion of total mutual fund sales in Canada, 

(f) Conclusion; Demands for Service Will Increase - Hence, 
while the primary function of most members of the Exchange (ex- 
cluding their affiliated companies) continues to be the day-to- 
day business of matching purchases and sales of listed shares, 
the extent of services to clients (suggested above) necessary to 
conduct such a business has been one of continuous growth, It is 
probable that the demands on Exchange members - as on other 
securities dealers in Canada ~ in this direction will continue 
to increase in future years, 


TREND TO DISPERSION OF TRADING 
VOLUME AMONG MEMBERS 


44, (a) Slight Dispersion - Available statistics suggest that 
volume of trading among member organizations (as evidenced by share 
transactions) has shown some tendency toward dispersion rather than 
one of concentration in recent years, An analysis of figures over 
the past ten years indicates that between 1951 and 1961, (i) the 
percentage of share transactions on the Toronto Stock Exchange 
carried out by the five leading members remained virtually constant 
at approximately 23% (or an average 4.6% per member), (ii) the 
percentage carried out by the next (i.e., sixth to tenth) five 
leading members declined from approximately 14% (or an average 2.8% 
per member) to approximately 9% (or 1.8% per member), (iii) the 
percentage carried out by the succeeding (i.e., eleventh to 
fifteenth) five leading members increased from approximately 10% 
(or an average of 2.0% per member) to approximately 12% (or an 
average 2.4% per member), The fifteen leading members in terms 

of share trading volume in 1951 were also the same leading fifteen 


members in 1961, 
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(b) The percentage of share transactions conducted by the 
first five, ten and fifteen leading members in the years 1951, 1956 


and 1961 are set out below: 


No. of TSE Member % of Total TSE Trades 
Organizations Carried Out by Leading Members 
1951 1956 1961 
5 Leading Members 23% 22% 23% 
10 ‘ 4 37 36 32 
15 . ff 47 47 44 


On the basis of these statistics, it would appear that there has 
been a modest trend to dispersion in terms of share volume of 
trading among Exchange members. However, the degree of dispersion 
is not sufficiently great to justify a forecast of the future trend, 
TREND TO INCREASED FINANCIAL STABILITY 

45. (a) Requisites for Future Growth - Reference has already 
been made to various trends (incorporation, integration, more 
complete service, etc.) which suggest that Exchange member firms 
have been growing in stature in recent years. In part, this no 
doubt reflects the relative prosperity - in which the Canadian 
people as a whole have participated - which has existed in this 
country during the post-war era, More importantly, it reflects 
the appreciation on the part of most Exchange members that a 
continuing and constant reputation for (i) integrity, (ii) ability, 
(111) financial stability, is the necessary foundation on which to 
build the long-term future of their organizations, 

(b) Evidence of the present financial capabilities of 
Exchange members may be had from the following breakdown according 
to size of the gross assets (including a valuation of the seats) 
as at December 31, 1961, of seventy member organizations; 


No. of Member Organizations 


Gross Assets As at December 31, 1961 
Over $3,000,000 12 
Over $1,500,000 and under $3,000,000 16 
Over $750,000 and under $1,500,000 22 
Under $750,000 20 
70* 


* Excludes member organizations otherwise reporting to the 
Royal Commission on Banking and Finance through other 
sources, 
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(c) Conclusion: Tendency to Grow - Given continuance of 
recent trends among members to incorporation, integration, etc., 
it seems logical to expect that, in terms of net assets, member 
firms as a whole will tend to grow in size and stability with the 
median tending to remain in about the same relative position to 
the group as a whole, 

STABILIZATION OF EXCHANGE SEATS 

46, (a) The total number of Exchange seats has remained 
constant since 1934, A member may hold no more than three 

seats; a member firm or corporation may have more than one member; 
one seat entitles the holder to five traders (see paras. 8, 9 and 
13, Chapter 1). Accordingly, if the volume of trading conducted 
by a member firm reaches such proportions that the seat member 
and four attorneys are unable to handle that volume, the member 
firm will normally purchase an additional seat from another 
member , 

(b) Distribution of Exchange Seats - As indicated below, 
the vast majority of member firms usually hold only one seat on 
the Exchange. Hereunder is set out the distribution of Exchange 
seats as at January lst in each of the years 1947, 1952, 1957 and 
1962: 

No, of Member Organizations 


TSE Seat Distribution as at January lst 
1947 1952 1957 1962 


Member firm holding 1 seat 86 91 88 90 
3 t ? 2 seats 6 6 8 7 
. 3 u 3 seats 1 0 3 0 
% os ‘ 4 seats wei wrt ae0 Pei] 


Total member firms 


holding seats _93 _98 _99 _98 
Active Seats 101 107 113 108 
Inactive Seats 12 =8 ron) ee 
Total Seats 113 113 113 113 


ame ummm RN NNN 


There is little indication from the above as to any significant 
trend to either diffusion or concentration of seats among member 
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organizations, or as to the relationship between active and inactive 
seats. Activity or inactivity of seats tends to be related to the 
current and prospective level of trading activity on the Exchange, 
which in itself varies widely from time to time. 

(c) Authorized Non-Member Brokers - An authorized non-member 
broker is one who is not a member of the Toronto Stock Exchange but 
who maintains an office and regularly conducts a stock or bond 
brokerage business with the public, and who has signed the applica- 
tion and agreement furnished by the Exchange and has been approved 
by the Board of Governors for split commission privileges, 

This category was created when the Exchange recognized 
that, because of the many factors outlined in paragraph 38, 
some securities dealers in certain localities in Canada or elsewhere 
in the world might have an active interest in securities listed on 
the Toronto Stock Exchange, but the volume they could generate 
would not warrant the purchase of a seat, Many of these brokers 
located in Canada may be members of the B.D.A. or I,.D.A. of C., 
although membership in such organizations does not of itself entitle 
them to the various non-member broker privileges, The split 
commission privilege entitles the broker to not more than one- 
third of the regular commission on his orders ~- the same privilege 
extended to all member firms of recognized stock exchanges.* While 
they carry out their exchange transactions through a member firm, 
these non-members must maintain their own identity and, in effect, 
stand on their own feet financially and otherwise. 

The authorization of a non-member broker may be with- 
drawn at any time, whereupon he ceases to be entitled to the split 
commission, This in effect gives the Exchange some control over 
these brokers and encourages them to conduct their business 
according to the same standards as the members themselves. 

Alternative methods of extending this privilege to 
this group have been considered in the past, and further study is 
being given the matter, For copy of non-member broker agreement, 
see Appendix No. 46, 

* Recognized stock exchanges for this purpose at the 
present time are Montreal, Canadian, Vancouver and 


Calgary in Canada; all major exchanges in the U.S, 


and Europe. see Av 
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INTERNAL ORGANIZATION OF MEMBERS 
47. As outlined in earlier paragraphs (40(d)), there is a 
considerable variance among Exchange members in many directions, 
About one-half of the members are incorporated, while the 
remainder conduct their business on partnership or sole owner- 
ship lines, A few (8) have no affiliation with any other major 
securities organization; but most are directly or indirectly 
affiliated with the Investment Dealers’ Association of Canada (73), 
Montreal and/or Canadian Stock Exchanges (48), Broker-Dealers'’ 
Association (25), Vancouver Stock Exchange (10) or New York Stock 
Exchange (7). Many maintain no branch offices, but the majority 
have branch offices either in Ontario or elsewhere, However, 
insofar as the conduct of business associated with securities 
traded on the Exchange is concerned, most members maintain the 
following basic departments: 

(a) Trading 

(b) Sales 

(c) Research and Portfolio 

(d) Underwriting 

(e) Administration 
At Appendix 5 is an organization chart, which might be considered 
as the basic skeleton around which incorporated Exchange members 
build their organizations, 
COMPETITION AMONG MEMBERS 
48, With respect to the primary function performed by members 
of the Exchange, i.e., the transaction of purchases and/or sales 
of securities listed on the Exchange, their businesses are based 
on "service" to investors whether institutional or individual, 
Since the same scale of commission rates must be charged by all 
members, it necessarily follows that success in competition among 
members for business depends in varying degrees upon such factors 
asi 

(1) Accuracy and speed of service 


(ii) Quality and quantity of research information 
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(111) Quality of portfolio advice 


(iv) Range of service (i,e., knowledge of and 
access to various types of securities) 


(v) Financial stability 
(vi) Personal relationships 


(vii) Ability, industriousness and integrity of 
principals and employees 


Because of individual personalities, members vary in the emphasis 
which they tend to place upon these (and other) factors, Some 
deal only in industrial and seasoned mining and oil stocks; others 
specialize in mining and oil stocks, Some concentrate on 
institutional business, while others specialize in handling 
individual retail accounts, Some carry no margin accounts, 

while others do so, 

CHANGES IN MEMBERS 

49. It is interesting to note that of the 94 member organiza- 
tions active in business at the end of 1951, twenty were no longer 
in business ten years later. Of these, four or five might be said 
to have ceased operations by reason of inability to meet Exchange 
requirements - financial or otherwise ~ while disappearance of the 
others appears to have involved factors which might be regarded as 
the normal course of events, It is equally interesting to note 
that of the 98 member organizations in business at the end of 1961, 
twenty four were not in business ten years earlier, These figures 
serve to indicate the changing nature of the Exchange membership 
and support the view that the business of members is a highly 
personalized one with the character, personalities and abilities 
of the principals of primary importance in competition as between 
members, 


EXCHANGE (AS OPPOSED TO MEMBERS') RELATIONSHIP 
WITH OTHER SECURITY ORGANIZATIONS 


50, Relevant By-Laws and Rules of the Exchange are applicable 
to affiliates of members who may belong to another security 
organization, Thus, an Exchange member who (or whose affiliate) 
is also a member of (for example) the Investment Dealers’ Associa- 
tion of Canada is subject to the regulations of both the I.D.A. and 
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the T.S.E. This requires a high degree of liaison between the 
Toronto Stock Exchange and other leading Canadian security organiza- 
tions, The trend to integration in the securities industry, as 
discussed earlier, has intensified this need for liaison, This 
liaison, in turn, has led, in recent years, to an increasing con- 
formity in the regulations of all security organizations with a view 
not only to maintaining a high standard of ethics and business 
conduct in the industry generally, but also to facilitating dual or 
affiliated membership one with the other. 

Sl. The Exchange believes that a high degree of harmony and 
co-operation exists between the leading securities organizations in 
Canada, and that this state of affairs will not only continue but 
will improve with further experience on the part of all concerned, 
COMMISSION RATES 

52. Changes in the schedule of rates charged have been made from 
time to time, In July 1960, the present single scale of commissions 
was adopted in place of the two separate schedules which had previously 
been used in covering "Industrial and General Securities” and in 
covering "Mining and Oil Securities". At the time the new schedule 
was adopted, the rates of commission were reduced substantially on 
shares trading below $4.00; other rates generally were left unchanged 
with some exceptions which resulted in slightly higher rates on mining 
and oil shares selling between $4,00 and $20.00 (see Appendices 34 and 
35, and para, 60). 

BLOCK TRADING AND SPECIAL COMMISSIONS 

53. More recently, the Toronto Stock Exchange, in an attempt to 
discourage the large amount of block trading being done “off the 
floor" of the Exchange, passed a By-Law raising the size of “off the 
board” trades permitted from $25,000 to $50,000, and then again from 
$50,000 to $100,000. With the most recent change, the rates of 
commission which must be charged were also changed so that all 
transactions must carry one full commission on each side, 1.e., two 
commissions on put-throughs or one commission to each broker where 


two brokers are involved. Where the profit is expressed as the 
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difference between net prices, the spread must equal at least two 
commissions, However, on special-size transactions of over 
$100,000 in value, the scale may be reduced to one and a half 
commissions over-all; on special-size transactions of over 
$250,000, the scale may be reduced to one full commission over- 
all, It should be noted that trades off-the-floor may be made 
only with permission from the Exchange, 

The sharp decline in stock prices has doubtless been 
responsible for the fact that the volume of block business has 
declined since the new By-Law has been in force, However, the 
effect in more stable markets will be watched with interest by the 
active block dealing firms, 

COSTS OF HANDLING TRANSACTIONS 

54, The cost of handling an individual order from the time the 
ticket to buy or sell is written out until delivery of the securities 
is completed varies widely from firm to firm, So many factors 
are involved with the many member firms that efforts to establish 
a satisfactory industry average have proven unsuccessful, It 
should be pointed out that a great deal of no-profit business 

has been undertaken by member firms with smaller investors, 
particularly in the Investment Club category, more as a service 

in the hope that some day these small investors will become 

larger investors. 


COMPARISON - NEW YORK AND 
AMERICAN STOCK EXCHANGE RATES 


55. The graphic illustration at Appendix 35 shows a comparison of 
commission rates between the Toronto Stock Exchange and the New York 
and American Stock Exchanges as a percentage of the price of the 
stock dealt in. While our rates, in the $0.15 to $4.00 range, 
expressed as a percentage of the price, are much lower than the 
corresponding rates for the two leading American exchanges, it should 
be pointed out that the number of stocks trading below the $5.00 level 
on both the New York and American Exchanges is considerably less than 


eee 29 


eeu er. , 
| 
pene sey tt Jo" j ir at 
ot, ermal: Fpetieebreectnan a 
nde ys senmsel Ci hy Medora of Ald. EPgteRe Me 


ne / ; 7 : ’ bare © ? 
7 re 7 } 
7 


i 
uv 
inne: 


i 


a 


i 


= : 


odd watt oft mest yeteo dawhivibad ae Rapper cte rT 
‘seis iumet eda Yo atecdie® ithe duo tite dteadl a ed dal 
evworont quer O82 mts of wis anh tonie ‘ena be p 
‘tesidesno of wPmOITe HAF ameet eahgnn ent ong am: bev awit : 


eae 


ii. kwleesoowand meveng ovad eavenes cuseuiak pei 


cmon ity wiegeeval Liewe eued? nes eon ste + oe mgt 


eo vend 
Lb | | ‘ 
to edal tegen &¢ erace ak vihawggA fe not ianton LED sili eer ) oh, 
deo? 298 of) bem weunden® voor bperiot of? noewtel Ga oor hn fame be 4 


oc) bo eet ed to -ejeravoveq « we eipaeeamaqaye es ek hie 
wees 00.0% oF €2.00 of af eee weet eh aie eee 

wi? sem) ewwll doom ose cody wed: Be eqneneired, « ks Nenepegn “Ua r 
biveds +) degiieoneliemh gathen Lee wile wi. sotere ianomiaeniee pe 
love! D4 et? eofed git adoose Ww tateae er ee 


339, < 


in Toronto, where a large number of lower-priced mining and oil 

issues account for a substantial portion of our volume (in 1961, 

the value of the average share traded on the Toronto Stock Exchange 
was $3.51 ~ comparable to $18.65 for the average industrial and $1.03 
for mining and oil stock). Our rates are slightly higher than those 
in New York for stocks trading between the $5.00 and $30.00 level, 
after which price New York rates are again higher, Canadian rates 
become slightly higher again in the $80.00 to $250.00 range. Con- 
sideration has been given in the past to adopting a more flexible 
schedule of rates which would be more clearly linked to the dollar 
value of the dealings involved, but this was impracticable because 

of the large volume of dealings in our lower-priced issued, 

SECURITY TRANSFER TAX 

56. (a) Ontario and Quebec alone of the provinces impose taxes 

on the transfer of securities. Apparently, the tax in Ontario was 
imposed in 1911 simply as a source of additional revenue and not to 
defray the cost of a particular government agency. The rate is 3¢ on 
each $100 par value of bonds and debentures (with some exceptions) and 
the rate on equities is? 1 noe per share under $1.00; }¢ - $1.00 to 
$5.00; 1¢ ~ $5.00 to $25.00; 2¢ - $25.00 to $50.00; 3¢ - $50.00 to 
$75.00; 4¢ - $75.00 to $150,00; and, over $150.00 - 4¢ plus Ino of 1% 
of value over $150.00. 

(b) The Toronto Stock Exchange acts as "agent" for the 
Provincial Government and collects from its members the tax payable 
on sales effected upon the Exchange, 

(c) It is estimated that the Province of Ontario tax will have 
yielded in the last fiscal year $3,400,000; of this amount, just under 
$2,000,000 resulted from transactions on the Toronto Stock Exchange. 
PUBLISHING MEMBERS' FINANCIAL STATEMENTS 
o7. Suggestions are sometimes made that stock brokers should be 
required to publish their balance sheets as do other financial 
intermediaries dealing with the public. It may appear that the 
Exchange is inconsistent and self-indulgent when it urges public 
companies to improve the quality of their financial reporting 


while, at the same time, it does not insist upon its members following 


a similar practice. Such is not the case, 
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A public company whose bonds or stocks may be bought or 
sold at any time by the general public has a legal and a moral 
responsibility to provide the investor with current information 
as to the state of business of the company in which he has invested, 
A brokerage firm, however, is a private company with capital 
provided by only a few shareholders, and there seems no good 
reason for such a firm (any more than other private companies) to 
divulge its financial affairs to the public at large. True, it is 
in a sense a "financial intermediary”, but the Exchange, through 
its strict audit procedure, ensures the financial stability of its 
members more effectively than would the publication of financial 
statements, 

Therefore, the Exchange considers that whether or not a 
member firm’s financial statement is made public is a matter for 
the firm itself to decide, 

SEPARATION OF UNDERWRITING FROM BROKERAGE 

58, In connection with the various functions of member firms, 
it has been suggested that the investing public might be better 
served if the underwriting and the brokerage operations of a 
company were segregated from each other, This would presumably 
require many firms now engaged in all phases of the business to set 
up one company for underwriting and another for the brokerage 
business. In many cases, this has already been done by a number 
of firms who have formed "affiliates", although, of course, in 
these cases, there is usually an identical ownership - and it 
should be noted that many of the Exchange regulations apply to such 
affiliation. 

59. There may be a small area of conflict where underwriting, 
distribution of new issues and brokerage transactions take place 
within the same firm. However, this would appear to be more than 
offset by the advantages which an integrated firm possesses in the 
form of experience and knowledge of markets obtained through direct 
contact with the investor, on the one hand, and the company issuing 
securities, on the other hand, A meeting of minds takes place 
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within the same firm rather than between two or possibly several 
firms, Separation of the underwriting, distribution and brokerage 
facilities of the industry would inevitably increase the cost of 
handling securities. The research, statistical, delivery and 
other services now customarily provided by an integrated firm 
would have to be duplicated by firms engaged in each segment of 
the industry. Even in the United States, where extreme measures 
have been taken to protect the public (often ineffectually), it has 
not been considered practical or prudent to separate the investment 
community into arbitrary compartments. Members of the stock 
exchange take care to differentiate between securities which they 
may own and are reselling to clients as principals and/or the 
purchase and sale of securities strictly on a brokerage or agency 
basis. 
The Exchange considers that there should be no change in 
the present policy. 
"SPLIT" COMMISSION PRIVILEGES 
60, It may be helpful to give here a few notes on By-Law No. 31 
(Appendix 34) insofar as it refers to sharing or splitting 
commissions; 
(a) Where a transaction is made by one member for 
another member, partner, director, etc., and the "trans- 
actor" gives up the name of the member, etc., for whom 
he is acting, the minimum charge that may be made is 
one-tenth of the regular commission with a minimum of 
25 cents (By-Law 31 - 3). 
(b) Where the "transactor" also clears the transaction, 
the minimum charge shall be one-fourth of the regular 
commission with a minimum of 25 cents (By-Law 31 - 3). 
Note: Transactions as in (a) and (b) are known as 
jitneying. 
(c) On transactions by a Toronto member made for a 
member of the Montreal Stock Exchange, the commission 
charged shall be not less than one-half the regular 
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commission (By-Law 31 - 5). 

(d) On transactions made by a Toronto member for members 
of practically every other stock exchange in the world, the 
commission charged shall be not less than two-thirds of the 
regular commission (By-Law 31 - 5). 

(e) On transactions by a Toronto member for members of 
the Vancouver, Calgary and Winnipeg Stock Exchanges in 
certain mining and oil securities listed in T.S.E. Rulings 
Nos. 12, 14 and 33, respectively, the commission shall be 
not less than one-half the regular commission (By-Law 31 - 5). 

(f) In addition to the above, on all transactions made by 
a Toronto member for a “non-member” broker, the commission 
charged shall be not less than two-thirds of the regular 
commission, 

A "non-member" broker is defined as "one who main- 
tains an office and regularly conducts a stock or bond 
brokerage business with the public, and who has signed the 
application and agreement form furnished by the Corporation 
and has been authorized for split commission privileges (as 


above) by the Board of Governors (By-Law 31 - 6). 
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CHAPTER III 


PERSONNEL - CATEGORIES, QUALIFICATIONS, ETC, 
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PERSONNEL 


6l. While the personnel of member organizations vary greatly 
according to the nature of the business of member organizations, 
the three categories of a) sales, b) research and analysis, and 
c) trading and clerical, are clearly discernable throughout the 
industry. The most significant trend in recent years has been 
the greater emphasis placed on research and analysis both as a 
necessary service for the use of the sales force and an adjunct 
of underwriting departments, 
SALESMEN AND CUSTOMERS’ MEN 
62. Member organizations and their affiliated companies employ 
some 1,682 persons in Canada who are engaged primarily in the 
sales and service portion of the business, There are four 
categories within the industry; the distinction between then, 
due to evolutionary changes within the industry, may now be more 
apparent than real. 
(a) Customers" men employed by member orgsnizations 

are engaged primarily in the solicitation of listed 

securities business. They are remunerated by salary 

or a proportion of the comnission earned by the firm. 

They are regarded, and so regard themselves, as 

providing services to customers by way of information 

concerning securities and the handling of orders, As 

their firms may do little or no underwriting, they are 

not normally engaged in selling new security issues to 

the public, There are 746 customers’ men employed in 

Canada, 

(b) Salesmen are typically employed by member 

organizations or their affiliates holding membership 

in the Investment Dealers* Association of Canada, 

They are engaged primarily in the sale of bonds and 

debentures and new equity issues, but, to an increased 

extent, incidental to their duties, may solicit or 

receive orders in listed securities. There are 869 
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such bond salesmen employed in Canada by member organiza- 
tions and affiliates. They are likewise remunerated by 
salary and/or commissions, 

(c) In addition, there are some 356 persons employed 
by member organizations and affiliates who are registered 
to deal with the public, but who perform other duties 
such as those of secretaries, analysts, office managers, 
etc. The registration and qualification with the 
Exchange permits them to receive a portion of the 
commission earned in listed securities business. 

(d) There are 67 mutual fund or investment fund 
salesmen employed in Canada. As the majority of mutual 
fund and investment fund shares are sold by their own 
sales organizations, sales by members are not considered 
to be significant. 

QUALIFICATION OF CUSTOMERS' MEN AND SALESMEN 

63. The Ontario Securities Act and similar statutes of other 
provinces provide for the registration of persons trading in 
securities who may deal with the public, None of the Acts 
specify any qualifications, however, The Toronto Stock Exchange, 
in conjunction with some other Canadian stock exchanges, has 
provided that the employment of such persons must be subject to 
the approval of the Exchange concerned and that approval may be 
revoked, whereupon the person's employment must be terminated by 
the member, It maintains its own register of these employees 

so that a record is available of their history in the business. 
EXAMINATIONS SET BY EXCHANGE 

64. The Exchange asks that all new entrants into these cate- 
gories should have a minimum of three months’ experience and have 
passed a written examination set by the Exchange and designed to 
test their knowledge of the relevant Securities Acts, By-Laws and 
Rulings of the Exchange which are applicable to their conduct, 
and their general knowledge of the securities business, By 
arrangement with the I.D.A, of C., employees of members are 
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permitted to take the courses of that Association, and many do 
so each year, 

MEMBERS RESPONSIBLE FOR ACTS OF EMPLOYEES 

65. While the training and instruction of applicants of all 
categories is left to the individual member organization, there 
is an overriding responsibility to the Exchange in this area, as 
each member is responsible for the acts or omissions of all 
employees, Conduct on the part of a customers’ man or sales- 
man in the handling of a customer’s account which would be 
considered unethical conduct om the part of the member is so 
regarded and dealt with, in matters of discipline, as though it 
were the conduct of the member himself, No customers* man or 
other employee is permitted to handle discretionary orders or 
accounts. 

66. The educational attainments of sales personnel appear to 
be higher than in previous periods, as a larger number of persons 
with university training are attracted to the business, This 
may be due partly to the greater stability of the industry during 
the period since Worid War II. No doubt it is also a reflection 
of the higher skills and qualifications of the investment managers 
of members’ more important clients such as institutional investors, 
pension funds, etc. 

RESEARCH AND ANALYSIS 

67. More than half the member organizations of the Exchange 
maintain departments of this type of greater or lesser strength. 
They are regarded as a valuable adjunct to the servicing of and 
sales to all investors, and particularly institutional investors, 
This is an expensive type of service provided by member organiza- 
tions, and one where the quality of the service is highly 
competitive. Larger organizations engaged in underwriting 

and distributing new issues, including government and industrial 
bonds and debentures as well as equity securities, will have 
Underwriting Departments, which may overlap, to some extent, the 
functions of the Research Department. The specific knowledge 
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of companies in Canadian industry possessed by a senior analyst 
can only be acquired over a period of years, and persons capable 
of acquiring such skills are much in demand, Recruitment is 
almost entirely from university-trained persons, and, in recent 
years, the industry has attracted a number of very competent 
people in this area, Considerable amounts are also spent by 
some members on specialized advisory and statistical services. 
TRADING AND CLERICAL 

68. Trading personnel, both on the trading floor and on the 
trading desks in members‘ offices, do not require as extensive 
an educational background, but are possessed of trading skills 
by experience and training which qualify them for this particular 
kind of work, 

69. As trading by telephone on a bond desk or a stock desk 
involves considerable responsibility for dealing in sizeable 
sums of money, most of the traders in this position have been 
with the firm for a number of years and are well-known to their 
counterparts in financial institutions and other members. 

70. Floor traders, of which there are 373 at present, are 
also known as attorneys, as they are authorized by a power of 
attorney from their member to make binding contracts in the name 
of the member, Their duties are concerned primarily with the 
execution of orders on the trading floor, While employees of 
member organizations or partners or directors of them, they 

are also subject to the discipline of a Floor Procedure Comnittee 
which has the power to fine, suspend or expel the individual 
trader found guilty of violation of a trading rule or unethical 
conduct, The trading rules are designed to ensure that 
customers’ orders have priority in the market over orders of all 
personnel of member organizations and their affiliates. 

71. Senior clerical employees now have higher qualifications 
than they had a few years ago due to the increasing complexity 
of the business and the use of data processing equipment, 
although Exchange members are still very large users of unskilled 


or semi-skilled personnel. 
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72. The total number of personnel employed by members at the 


end of 1961 was: 


Male Female 
In Toronto offices 1 ,807 760 
In other offices 1,351 625 
3,158 1,385 

1,385 

Total 4,543 


Note: For firms holding their principal membership in a foreign 
stock exchange, the above figures include only partners, directors 
and employees at Canadian branches. 

73. Due to the fluctuating volume that is characteristic of the 
brokerage business, a prime necessity is to reduce fixed overheads 
as much as possible and to be in a position to expand staff when 
required. For firms with sufficient basic volume of business, 
data processing equipment of the punched-card type seems to offer a 
partial solution. Data processing centres established by equipment 
manufacturers have attracted a number of more modest-sized firms. 
These developments have reduced dependence upon unskilled or semi- 
skilled clerical personnel, and these trends, even more noticeable 


in the United States, are expected to continue, 
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OBTAINING CLIENTS 

74, The investment and/or speculation of money by shareowners 

is a highly personal matter, It therefore follows that the 
relationship between members of the Exchange and their clients is 

a personal one in the nature of a trust, comparable to the relation- 
ships that exist between other professional groups and their 
clientele, Every transaction involves some degree of personal 
communication between the two parties or their respective represent- 
atives, Moreover, this personal aspect, to a large extent, 
determines the manner in which Exchange members can attract and 

hold their clients. 

ONTARIO GOVERNMENT CONTROL 

75. The Securities Act of Ontario (Sec. 53) prescribes conditions 
under which members of the Exchange (and their employees and agents) 
may solicit business from the public. 

76. The effect of these regulations is to place certain restric- 
tions on Exchange members in soliciting business, The obtaining of 
clients is usually a subtle matter requiring a high order of social 
skills in seeking out and developing personal contacts with potential 
investors, Memberships in clubs, participation in community 
activities of various kinds, and referrals from existing friends 

and established clients, are among the many ways in which Exchange 
members go about building up a clientele, 

BOARD ROOMS 

gees Many Exchange members maintain "board" rooms (i.e., boards 
with prices posted thereon) in conjunction with their offices, and 
this also provides a means of establishing personal contacts with 
business, executive and office workers in the adjacent area, In 
more recent years, however, there has been a trend away from board 
rooms in conjunction with Exchange members‘ operations, with the 
result that this has become a less important means of attracting 
clients, 

ADVERTISING BY MEMBERS 

78. Most Exchange members advertise their services in local 
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newspapers and, in a few cases, in national magazines, by radio 
and television, Radio and television advertising usually takes 
the form of sponsoring a news broadcast type of programme in which 
general market information and quotations are given; the broker is 
not permitted to recommend the purchase of any particular stock, 
nor to give a forecast of probable market movements. Such 
advertising must be low-keyed and dignified, as, under the By-Laws 
of the Toronto Stock Exchange (47 and 51), advertising by members 
is carefully regulated. 


DISTRIBUTION AND CHARACTERISTICS OF 
INDIVIDUAL SHAREOWNERS IN CANADA 


79. (a) No comprehensive investigation of share ownership by 
individuals in Canada has ever been made to the knowledge of the 
Toronto Stock Exchange. Consequently, there is no precise 
statistical evidence of the extent of share ownership in Canada 
or of the occupational characteristics and income levels of 
individual shareowners, As mentioned later on, some indications 
of these aspects of share ownership may be deduced from taxation 
statistics, but such indications are necessarily very broad and 
leave much to be desired from the standpoint of being a definitive 
analysis. 

(b) In 1961, the Toronto Stock Exchange engaged Elliott- 
Haynes Ltd. to do a public opinion survey in Metropolitan Toronto 
to measure, among other things, the extent of public participation 
in the stock market, The following information was disclosed 
from interviewing 700 adults (men and women) in the upper, the 
upper middle and the lower middle income groups (the lower income 
group not surveyed constitutes about 20% of the national total): 

(1) In stating a choice of investments thought best 


for Canadian families ~ 48.6% said Government Bonds 


21.1% Life Insurance 
16.7% " Mortgages 
6.1%  " Bank Account 
5.9% " Real Estate 
5.0% '" Common Stock 
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(Note; Some gave equal rating to two types of investment.) 
(ii) 52.4% had never owned any common stock 

30.4% now own stock (34.3% men; 26.5% women) 

17.2% do not now own, but have in the past owned, stock 
It must be appreciated that the above information is of little 
use in trying to read the national attitudes, 
(1ii) It would be useful to have reasonably accurate 
nation-wide statistics on share ownership and on the factors 
which influence investors in their choice of securities, 
It is suggested that this project might be undertaken by the 
Dominion Bureau of Statistics, say on a quinquennial basis. 


DISTRIBUTION AND CHARACTERISTICS OF 
INDIVIDUAL SHAREOWNERS IN U.S.A, 


80. By comparison, a number of surveys of share ownership in the 
United States have been made, which have shed considerable light on 
that subject in that country. In view of many similarities between 
Canada and the United States in terms of economic development, 
political philosophy, financial institutions and standards of living, 
it would not be unreasonable to suggest that the incidence and pattern 
of individual share ownership in Canada broadly parallels that of the 
United States, For that reason, the following information is 
included in this brief, 

81, In 1951-1952, the Brookings Institute, in co-operation with 
the New York Stock Exchange, made the first comprehensive investiga~ 


tion into the ownership of business and industry in the United 
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States, This survey was followed up in 1956, and again in 1959 
and 1961, by a census of shareowners made by the New York Stock 
Exchange, A comparison of the results of these investigations 
affords informative insight into the kind of share ownership in 
that country (see Appendix 16). 

TYPICAL SHAREHOLDER 

82, From the data in Appendix 16, a picture of a typical 
shareowner in the United States may be drawn. The person is 
likely to be about 50 years of age, to have an annual income in 
the $5,000 to $10,000 bracket, to have had some college training, 
and to be either a housewife in the case of women shareowners 

or engaged in a managerial or professional capacity in the case 
of men shareowners, In addition to their shareholdings, he or 
she is likely to have life insurance, a savings account, U.S. 
Government bonds, and to own their own home, In view of the 
similarities between Canada and the United States as pointed out 
above, it would be not unreasonable to suggest that the picture 
of a typical Canadian shareowner would bear a resemblance to his 
United States counterpart. 

SHAREHOLDERS BY INCOME GROUP 

83. According to the "1961 Taxation Statistics of the Depart- 
ment of National Revenue, Canada” which reports on 1959 tax 
returns, indications are that a larger percentage of individual 
taxpayers in the higher income brackets are shareowners compared 
with those in the lower income groups. This seems only logical 
to expect, because taxpayers in the higher income groups have a 
higher propensity and opportunity to save than taxpayers in the 
lower income bracket, For the same reason, dividend income of 
individual taxpayers in the higher income groups forms a larger 
proportion of their total income compared with those in the lower 
income groups. In 1959, dividend income for all individual tax- 
payers averaged 1.7% of total income, while the amount of dividend 
income averaged $70 per individual taxpayer. 


BY OCCUPATION 
84, Based on the same taxation statistics, shareowners are to 
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be found among all occupational groups, but certain tax-paying 
occupational groups would appear to contain a higher percentage 
of shareowners than others. Occupational groups with higher- 
than-average dividend income, both.in terms of absolute amount 
and as a percentage of their total income, are accountants, 
medical doctors and surgeons, dentists, lawyers and notaries, 
consulting engineers and architects, proprietors of financial 
businesses, investors and tax-paying pensioners, It would seem 
to be significant that such occupational groups are also groups 
requiring higher levels of education to qualify for their 
occupations. (For detail of taxation statistics, see 

Appendix 17). 

INSTITUTIONS AS SHAREHOLDERS 

85. We have been speaking of individuals as clients, but 
another and very important type of client is the Institution, 
i.e., mutual funds, insurance and trust companies, banks and 
pension funds. For the extent of holdings by institutions, see 
Appendix 14, Mutual funds of the open-end type are the Largest 
Single type of institutional client in the market today. 

HOW STOCK BUSINESS ALLOCATED 

86. Large institutional accounts do not normally confine 
their business to a single member of the stock exchange. The 
manager of the investment department of a large institution is 
in constant contact with several salesmen and stock traders at a 
variety of firms. Before making a large purchase or sale, he 
will obtain bids or offerings from several sources, The large 
institutions usually maintain their own stock research and 
statistical departments, 

FINANCING CLIENTS' ACCOUNTS 

87. The Toronto Stock Exchange, in common with other exchanges 
in Canada, permits the purchase of stock on a margin of 50% of the 
purchase price provided it is over $1.00 per share, and this 


percentage must be maintained at all times, The relevant Toronto 
Stock Exchange regulation and margin agreement is at Appendix 15, 
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It should be noted that this is a self-imposed regulation and is 
rigidly enforced. The Exchange staff of Examiners are constantly 
doing "spot checks" in addition to normal audits, to ensure that 
members are keeping clients’ accounts properly margined, It is 
interesting to note that some twenty members of the Toronto Stock 
Exchange carry no margin accounts. 

88. United States Practice: The United States Federal Reserve 
Board determines from time to time the percentage of initial margin 
required, and, at present, it is 50% of purchase price. The stock 
exchanges set the minimum margin requirements to be maintained, and, 
at present, the New York and American Exchanges require 20%. Hence, 
our requirement of 50% to be maintained is more stringent than in 
New York. 

89. Canadian Experience; There has been nothing in recent years 
to indicate that regulations beyond those now imposed and exercised 
by the Exchange itself are necessary. The terms of credit are, of 
course, already affected, if not actually controlled, by the Bank 
of Canada's influence on interest rates, 

INSTALMENT BUYING 

90, The Toronto Stock Exchange, by various methods described 
elsewhere in this brief, encourages Canadians to buy equities, 

but only if they are able to pay for them, 

dls United States System: The New York Stock Exchange has been 
sponsoring a monthly stock purchase plan, but, in their systen, 
when a client makes a payment, his broker actually buys shares or 
fractions of shares and, thus, the stock is bought at the price 
then prevailing and it is fully paid. The investor buys stock by 
"dollars worth" rather than by the share - there is no credit 
involved and there is no penalty and no loss if the investor fails 
to make a monthly payment, Because of the size and density of 
population, there is apparently a sufficiently large number of 
"small". buyers to make it a practicable plan, This would not be 
so in Canada, although it may be at a later date, The New York 
plan is feasible beceuse there are two "odd-lot” brokers who do 
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the major portion of the bookkeeping and accounting, thus minimizing 
the cost of handling these small accounts, 

92. The Toronto Stock Exchange considers it is potentially 
dangerous to encourage investors ~ particularly new and small 
investors - to buy stock on a time payment plan for several reasons? 

(a) It is not considered sound investment practice 
to buy stock at today’s prices and pay for it over 
several months in the future. The dollar averaging 
system is recognized as the sound system of invest- 
ment, i.e@., buying at the price prevailing at the 
time cash payment is made, 

(b) The investor must pay high interest rates on the 
unpaid balance whilst his stock is usually earning 
much lower interest rates. 

(c) if the investor is unable to keep up his payments, 
he must be sold out - probably sustaining loss and, 
thus, this leading to recrimination against the 
broker and a bad impression of equity investment, 

(d) It is economically impossible in Canada at present 
for a broker to adequately service such an investment 
plan and the clients concerned, 

IMPACT OF INSTALMENT PURCHASE PROGRAMMES 

93. The impact of the monthly investment plans which have been 
initiated by various stock exchanges would appear to be very slight. 
Even the New York plan, which is probably the most successful, has 
had little effect on the investment community. Total purchases 
under the New York plan during the past eight years were only 

$233 million, compared with the total trading value of about 

$52,700 million during 1961 only. 

"PREE RIDING" 

94, In the investment industry, the term "free riding" refers to 
the practice of buying stock on an "if, as and when” issued basis. 
The practice is usually carried on in new stock issues in the period 


before payment is required and where a price rise is expected. 


eee 44 


¥ . @ A at d 
=k a ae 


r tne . 


“seenet ye entncs Sa 5 Sea gma wm ae i 
ct ee Cl a 
. pha, 0. dosages dees ets ma | oy Wes 7 
ee ee ae 
sateen ‘yikes <b death OSS ee Ae 
| smmta'® Snosmin? eos an a 
SdmMyeG Bik Qu aead OF Bites mS saieowat. oela af, Meh 
baw peel yiiaiosmue yicadiong . Su int wl Fain Md ogee | 
ond Tenhega HeLinnkalyrey @2 malbent ead mae hab, 
 -lwmtaenet yriepe to en tact » aan, “teat . ne ae 
tnveoig 1 abdaed a1 eidioaoged Elleoiaaneye ab BU) ) JA? he NG. Oi 
Jnyetvevai as dive worvien Uotanpeha ay agony a eis | a ‘ ~ 


e*: 


staqreonep aiew so ft Boe eA tv Tal ca Phy 

rf ’ nF furs. af i 

noe! owad dpidw enatq seemreiend ylidsdom eli le momen eee eee i 
ro 

Rie yey ec 0% sesqge Ceow negiaionn toons Baediaw ee Domaphee ‘ 
: | 


«it ,fytueeiews foam ett ¢idudowy et derew ,velq ayer welt eda) aie fy: 

owretoxg [atot ,Xitatinneh Iowdawal wht wa sogahe nttedt bald 

cleo evaw wtare Ady seoq vil? oikvan ini wey wel ene eum 

tote fo mndaly qiehont Fatot wht dihy Satan, to ne ae ) 

(hoe Fag) geist neki GRRE 5: e 

“3 eveley “goihae bad” grep ede ,yeseuins Figen sweet wate Oh pe iW 

| -olnm! hens t “apd toe a6 2h" Be ao Agee gin Se een ema ER: |) | 

mane Ons gk mphmne. mae yep AT: a bekywe ine ue wpniontyy, att 
bed osaee ef onli Goi 2 exude baw be shupas tats rs 


nae Vee 


Clients who have bought stock on an "if, as and when" issued basis 
are not required to pay for the stock until the actual certificate 
has been received, and this usually varies from two to five weeks. 
Although the practice of "free riding" is detrimental to legitimate 
investors, it would be very difficult to eliminate by regulation 

and it should probably be left as it is now, i.e., to the individual 


member involved to attempt to eliminate the practice by not selling 


new issues to known "free riders” - and they do become quickly 
known, 
95. "Free riding” interferes with the marketing of new issues 


because it results in the "freely ridden" stock being sold 
immediately after the issue, thus disturbing the market, In 

order to maintain or restore stability in the market for the new 
stock, the issuing dealer must then buy back a portion of the stock 
he has sold, The percentage of the total issue which is sold back 
to the dealer by "free riders” can vary widely, 

96, Preferred Treatment: The extent to which established 
retail and institutional buyers receive preferred treatment at the 
time of a new issue differs greatly. As in all businesses, long- 
established active retail and institutional accounts usually do 
receive preferred treatment with regard to size of allotment, etc., 
during new issues, Of course, this practice will not be carried 


to the extent that prevents the firm from attracting new clients. 
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CHAPTER V 
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PART I 


TYPES AND FACTORS AFFECTING PRICE 


TYPES OR CLASSES 
Sik Shares are divided into two principal classes, Preferred 
and Common, 
98, The Preferred Stock carries a voting privilege only under 
certain circumstances; normally, it has a cumulative, fixed rate of 
dividend with a "preference" or prior claim over dividends on the 
Common; it also has a prior claim over Common - but a claim junior 
to bonds or debentures ~- in case of liquidation of the company's 
assets; its dividend payments are the subject of decision by the 
directors, whereas interest payment on a debt security (bond) is a 
fixed charge on company assets or earnings. Preferred dividends, 
however (as well as Common), are eligible for the 20% dividend tax 
credit allowed to Canadian individual shareholders; bond interest 
is not so eligible, 
99, There are various types of Preferred - cumulative, i.e., 
dividends in default are carried forward; non-cumulative; partici- 
pating, i.e., having a share in profits after Common dividend is 
paid; non~participating; callable, i.e., may be redeemed at certain 
prices; and non-callable, 
100. Some factors affecting the price of Preferred are the 
security of the dividend (company earnings); the level of pre~ 
vailing interest rates; the presence of a sinking fund; and the 
call price, Usually, the price on high quality Preferred will 
fluctuate with the level of interest rates; the price of low 
quality Preferred will vary with the state of the company's affairs. 
101. The Common Stock usually does carry a voting privilege*; 
its dividend is fixed from time to time by the directors, and this 
is usually related to the earnings. Investors buy Common for two 
reasons ~ dividend income and capital appreciation. The price of 
* although a company may have various "classes of 

Common Stock, "A", "B", etc; one class may have a 

voting privilege and another class not; one class 

may be entitled to a limited dividend or may have 


its dividend deferred until certain stipulations 
have been met, one 
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the shares will vary in accordance with the opinion of the investors 
as to the potential of the company, This potential is affected by 
many factors - some of which are quite unpredictable - e.g., the 
decline of international oil stocks in 1956, newsprint stocks in 
1958 and uranium in 1959, These declines all resulted from 
reduced earning potential through unforeseen circumstances. 


FACTORS AFFECTING 
SHARE PRICES 


102. (a) The industry of which the company is a part. If 
the industry is likely to prosper, the company should get 
a share of it, E.g., Is the industry serving a growing 
or declining market? Is the industry likely to meet 
more or less competition, domestic or foreign? Are 
government policies or regulations apt to restrict or 
free the industry? Etc. 

(b) Earnings record, The past earnings of a company 
must be studied with the object of finding the trend of 
profits. After making allowance for changing circum- 
stances, attempts are made to project past trends into 
the future, 

(c) Management. Management of a company is one of 
the most important factors to be considered when assessing 
a stock, The past record of a company is usually a good 
indication of the ability of management, By diversifica- 
tion and many other methods, good management can often 
rapidly build up the earnings of the company which has a 
poor record of declining sales and profits. Conversely, 
poor management can be highly detrimental to a growing 
profitable firm, 

(d) Analysis of Financial Statements, An analysis of 
a company's financial position and the trend in working 
capital and cash flow is important. Capitalization and 
the possible effect it might have on the earnings avail-~ 
able for the common stock under various circumstances must 
be considered, and also various statistical financial 


eee 47 


ig . mae . eat Wades 


ae pera 


fi ; eT \ Seon: 
: Ces 7 se phe st ua 
‘mod bes Lumar hn wan sen so 4 we 
i ) Pas Letviag a eee) 


@ ed ee, Sis ou ant yor “a any nee a 
- & 


7 


op 


ot re ihe te (ae ie ne eae 
" t i on 


sex! b tod (inqued ad woul ot lost al emaaatal bie 
aatwury 0 ner nue a 7 
 seom oF (LOKI xtanbad od ait Aeeinem DanAEIaAR: eo” 
oth Say lev? Yo obdenmob: jai tiiaieth eho te! ual One 
w tolsseer oF tt Wola tiger SO -euetBeley an 
ous Cysdeuhas ott opek ” 

teuahat dye Meee Hea eee baker upmneret a) 


to vieeid dd yma? Yo aomtdo edt apt betbeee al ven) 


~uo1LD yolymad® tol-ecawel lh gatdew eo8A ‘dean: is Sy i} 


; Ovi * ni e ny 
int ebaewis teag JooL0% OF Goi orm vara pon oF: ee san nO 


¥; 

: i ne 

Ah a iy 
tw owe wl yasunin 6 Ww Jremegpenkal eer an , ee et 
Wone ae hs 
yotvwesss gady fexebtanes ad od srodnel rei a eee ale” ne (mh mt) 
! e aif j 
booy @ eflivew af wheqnes « 1b nivow: dehy. att again NG | Ai 


-aoktiarae th) QB |, aemobmaabie he yas Lada eld He wrk parents iad - ya 

Hootw Hae sandayenne bong , Monica vated ue ta eee We 

dwt Hpi regan wal ty agetaned ode te hota yibaee OO Te 
 oleawientd -etbicng Ons seloe paliuttosh he beese) Sig ah fal 
griwory & oF Katacatvyel ekdgtted see Gimeegeirchin we i) | ij 

Ww #ieytnas ar (etooum yore fafouknalt to efeqieah Che hi OP sya 
geidwow ol boots wile bad nstitwoq sakaeuatt pt heehee ye ky 

hie nottentiatiqe? (,tavPsoqel af walt haat ville! Gnivlindle valet ayer 

~1have apalavon odd Wd, avad 2aptH 9 seette abd kaneg, ih) Bue hy 

‘A save evonetanuprito eli tiay xahhe -HOOTR conc, Ny 


rise 9 
fotonmei® Leplistoayes eodwy omte bag Dewwbsenon a 


a Te ee th 
Bh ‘nals FR eh 


m Am 


relations such as profit margins, return on invested 

capital and the exact composition of the company's 

capitalization, i.e., debt, preferred stock and common 

stock. 

(e) Psychology. Psychology also plays an important 

part in the level and trend of stock prices. This is 

evidenced by periodic erratic fluctuations’ in stock 

prices caused by the temporary placing of too much 

emphasis on a single determining factor, which, when 

removed, momentarily disturbs the market. Recent 

examples of this were the over-emphasized atmosphere of 

risk and uncertainty surrounding common stocks in 1949 

when yields in excess of 10% were available on relatively 

good quality stocks. This attitude entirely reversed 

itself in the following five years, and we may now be 

emerging from a period when too great an emphasis was 

placed on the possible long-term growth in earnings and 

too little weight to the uncertainties involved in 

predicting potential, i.e., projecting past growth 

trends into the future. 
"YIELDS" AND "PRICE:EARNINGS RATIO" 
103, There are two major indicators used by investors in 
appraising the:present and future earnings power and dividend-paying 
ability of a specific stock. These are a) yield, b) price:earnings 
ratio. 
104. Yields on investment grade common stocks vary in a wide 
range. In general, if a stock rises to the point where the yield 
is negligible, it is an indication that investors believe that the 
‘earnings of the company will grow to an extent that will permit an 
increase in the dividend to an amount where the yield will rise to 
justify the high price of the stock. Conversely, if the yield on 
a stock is extraordinarily high, it is an indication that investors 
believe the earnings of the company will decline and necessitate a 
reduced dividend, thus reducing the yield on the stock to a normal 
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relative level. Many stocks in Canada are now selling at 20 times 
earnings to yield less than 3%; the investor is hoping earnings and 
dividends will increase and thus reduce the price:earnings ratio 


and increase the yield, 
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PART II 


THE DEMAND FOR EQUITIES 


INFLUENCE OF INSTITUTIONS GENERALLY 

105, The growth in demand for equities over the past decade and 
the increase in holdings of stocks by financial institutions in 
Canada are subjects of great interest and importance, but for which 
only limited statistical information is available, The growing 
institutionalization of personal savings has mainly resulted from 
a) the introduction of pension funds into most business organiza- 
tions, b) a strong public demand for mutual funds shares, and 

c) life insurance; all generated by the steady increase in personal 
incomes which has taken place since the Second World War, These 
consumer savings flow into the various institutions and are 
invested by experienced portfolio managers, The skill of these 
experts in arranging the investment of such massive amounts of 
funds has contributed greatly to the orderly functioning of the 
market. For this reason, the institutionalization of personal 
savings is in many ways to be welcomed and encouraged, The 
increasing scale of equity purchases by these institutions (see 
Appendix 7) has no doubt been caused to some extent by the high 
rate of economic growth and attendant inflationary forces 
experienced in Canada in the post-war period. 

PENSION FUNDS 

106. There has been a very substantial growth in pension plan 
underwriting since the end of the Second World War, especially in 
trusteed and insurance company plans, and funds from these sources 
contribute importantly to the demand for equities. Certain 
changes in the laws governing the investment of these funds have 
also been an important factor. The Amendment to the Act passed 
in 1956 governing pension funds in Canada now frees trusteed 
pension plans from a previous requirement which limited their 
investments to those legal for insurance companies; furthermore, 
the ceiling of 15% on the proportion of equities held was removed 
at that time. In 1960, the law governing insurance company 
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annuity underwritings was altered, with the same limitations being 
removed, Many pension funds have adopted a policy of dollar 
averaging, and this type of programme has the effect of creating 

a steady demand for equities and giving a certain amount of 
stability to price levels, 

107. According to the Dominion Bureau of Statistics, trusteed 
pension plans of incorporated companies in 1952 held $52 million 
in Canadian preferred and common stocks, or 7.2% of the total 
portfolio. By 1960, this figure had risen to $239 million, or 
11.1%. These figures account for only the trusteed pension plans 
of incorporated companies, which, however, are by far the most 
important single factor within the pension group, 

108, Appendix 7 illustrates the very rapid growth in pension 
plans in Canada during the post-war period, 

MUTUAL FUNDS 

109, Mutual Funds have become the greatest source of demand for 
equities amongst all institutional buyers in the post-war period, 
Figures as to the growth of these funds are shown in Appendix 8, 
110, The "open-end" funds have been the major contributors to 
the growth of this group, with the "closed-end" funds participating 
only to the extent of switching between equities and bonds or 
raising new capital as a result of new financing, both of which 

to date have been relatively unimportant during the period reviewed, 
Lil. Much has been said about the growing power of the mutual 
funds and pension funds, and the danger of the large equity 
holdings of these groups from the standpoint of being a potential 
threat to the stability of the stock market through injudicious 

and untimely buying and selling of large amounts of stocks. How- 
ever, experience shows that these organizations are well qualified 
as investment managers and, while their stock purchases and sales 
have an important bearing on market activities, they are supervised 
by experienced fund managers and are not the disturbing factor many 
observers believe them to be, The majority of their sizeable 
purchases and sales are dealt with in an orderly manner, and, in 
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the recent record market decline in the New York market in May 1962, 
institutional investors were given high praise for their market 
performance, It is well known that large and small mutual funds 
were heavy buyers and that institutions generally played a major 
role in arresting the market decline, We believe that a similar 
pattern was followed by the funds in Canada, 

N.R.O, FUNDS 

112. Another important demand for Canadian equities developed 
in 1954 through the establishment of Canadian incorporated non- 
resident owned mutual funds (familiarly known as N.R.O. Funds), 
whose shares were primarily offered to residents in the United 
States, These funds were designed for U.S. investors in view of 
certain tax advantages which accrued to them under United States 
tax laws. Up to the present, U.S. holders of shares of these 
N.R.O. funds have received special tax treatment under U.S. laws 
in view of the fact that the income and capital gains are. not 
distributed to shareholders, with the result that shareholders 
only become liable for U.S. taxes when they redeem or sell their 
shares, It is now proposed in the United States that tax laws 
be changed so that shareholders of N.R.O. funds be taxed on the 
same basis as shareholders in U.S. incorporated mutual funds. 

For this reason, these funds have lost much of their popularity 
and, through net redemptions, some liquidation of their portfolio 
investments has taken place. Furthermore, if this new tax basis 
becomes effective, the advantages of N.R.O. funds to U.S. 
investors would be greatly reduced and share redemptions could 
present a major problem to the Canadian market as a result of 
forced liquidation of large holdings of Canadian equities. How- 
ever, it is understood that many N.R.O. funds have been building 
large cash reserves through the sale of equities over the past 
several months in the event that the above-mentioned change in 
tax laws will be made, This should be effective in reducing 

any future selling pressure on the market from this source, 

LIFE INSURANCE COMPANIES 

113. The proportion of assets invested in common stocks by the 
life insurance companies is very small indeed and well below the 
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15% statutory limit established in 1932 under the Canadian and 
British Insurance Companies Act. Appendix 9 shows the percentage 
distribution of various categories of life insurance companies’ 
assets. It will be noted that the total holdings of Canadian 
preferred and common shares for the year ended 1961 was 1.5% of 
investment portfolio. This proportion has remained constant for 
a technical reason due to the "valuation risk" rather than due to 
the true opinion of common stocks as long-term investments. If 
insurance legislation respecting the year-end valuation of equities 
on the basis of market value were changed and the insurance com- 
panies were given greater latitude in the selection of their 
investments, it might encourage the placing of a higher proportion 
of their assets in the form of equities, 


RELUCTANCE OF CANADIAN INSTITUTIONS 
TO BUY EQUITIES 


114, It is also true, of course, that, on the other side of the 
picture, many buyers of securities, particularly institutional 
buyers, have been reluctant to place their funds in common stocks, 
Legislation in Canada pertaining to the employment of funds by 
investment companies, trust companies, etc., has greatly restricted 
equity investment, and, in addition to this, the traditionally 
conservative attitude of Canadian investors has had the effect of 
limiting participation in new or unseasoned issues, 

115, A recent example of the extent to which equity participa- 
tion has developed in the United States may be instanced in the case 
of the Endowment Fund of Harvard University, which, last year, had a 
value of some $750 million, Of this amount, 40% was invested in 
common stocks. In some other instances, endowment funds are almost 
fully invested in common stocks, but, in any case, the average is 
very much higher than is the rule in Canada, 

116. In this country, our banking system is such that the banks 
operate mainly in the short term and to a very limited extent in the 
long term money markets. They do not, as a rule, take an active 
participation in equity investments, The rapid and extensive 
development of the United States in the 19th and early 20th Centuries 
was no doubt assisted by the flexibility and wider investment interest 


of their banking institutions, 


eee 53 


akpuuel eae 
in as ote 
api 


: "ie 
< 


af 


soldroqerg vedyiat @ in pn et ba 
ee tpl gs F 
| Teoria, ARN 
sw ie ai hl ge ae 

tanobagoe rank ite tim daa0g ee) ePareen ‘ " smaaae calli 


nloote memsnn wt wha ned La tats snesoutes ened oul si 
h. nia? lo ineeyolque of) Oo? poi bnszeg, monn ad , 


betoLyaes Eline aed ,.2%% er sawed (enkeinggalh | i nee ’ 
eAtmmoks tine ola nies oF modeidha al ae yusisaera xa Noa 

te doovie edf bat ted wuopeeval nbuaed to eneaisae eee | Sy 
nowkel boneaavenn wo wes al aot toda ang, (Whi i 


~eqiotiuag ¢ilape delsiw od Joadne ents be otguane rs al de nat i 
vaso ot) 4i bwonetamh ot Yau noses Beate wid ma bern tava hottie 
a bad ,wey Peal aia ,Urienweint biavtel So buses naar tl Ye im 

Ht betaevs, cow RO) \snnwe ofntg 1 Pat es | etm i idl ny 
teoria aun atausd Ioenobme ,aeonetuat seido ean ot vio nina | 
4) DenreVve cal? ,oahs ene aa wand , elon isa 8 booeevar ‘yeaa 
dbanet ai otit ok) ot sais ee 

etoxd off gety Cove af, ooteye  amananalle io ,USJniee eae with | ee se 
eis af Jiege® Bediwll (vey # 62 bas wzas Frode BHF ut intial i 
eviios ae otat ,otuy @ en «jon ao woot ~aboninie 
oviwtsine bea Sique eft paauneteoved vei ' | | 
esivutin® 908 ines baw 870s wht ot noteee ttt 


= §3 = 


TRUST COMPANIES 

117, Trust companies have become a very important factor in the 
demand for equities, but, unfortunately, complete statistics in this 
sector are not available. Administered funds consisting of estates, 
trust and agency funds make up the greatest proportion of total assets 
under administration, as may be seen from the following table; 


Total Assets Under Administration 


By Members of Trust Companies Association of Canada 


1961 1960 Change 

$ $ % 
Company funds 185,630,930 + 16.5 
Ordinary deposits 612,144,007 + 32.3 
Guaranteed invest. certificates 797,711,248 + 17.5 
Interest due and accrued 9,125,312 + 80.7 
Estates, trusts and agency funds 8,142,835, 374 7,390,429,637 + 10.2 
Total 9,747,446, 871 8,696,218,888 + 12.1 

Operating Results 
Income 80,681,065 70,474,543 + 14,5 
Expenditure 59,229,283 52,974,379 + 11.8 
Gross profit before inc, taxes 21,451 ,782 17,500,164 + 22.6 
Net profit after inc, taxes 11,874,105 10,041,778 + 18,2 
Source; The Financial Post, June 2, 1962. 
118, Of the total assets under administration, estates, trusts and 


agency funds represent $8,142,835,374 and, although no break-down of this 
figure is available, undoubtedly a large proportion of this amount is 
invested in equities, The proportion of the remainder of trust company 
assets which are invested in equities is very modest and has shown very 
little trend in recent years. From the figures shown in the chart 
below, it will be seen that the demand from this latter source is of 


relatively little importance, 
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119. There is a paucity of statistical information available as 
to the investment of funds administered by Trust Companies, and it 
might be helpful if more information could be made available con- 
cerning such investments. 

NON-RESIDENTS 

120. Since the end of the Second World War, a very substantial 
flow of foreign funds has been placed in equities in Canada, both in 
direct and portfolio investment, Direct foreign investment in 
Canada has largely been in our natural resource and manufacturing 
industries, Without this large foreign participation, it is doubt- 
ful if the expansion in our economy could have taken place to the 
extent that it has. Portfolio investment in the post-war years has 
also been substantial, especially by U.S. investors. Investors in 
the United Kingdom and on the Continent also made substantial pur- 
chases of Canadian stocks, but, in recent years, the demand has 
dropped considerably and is currently resulting in a net outflow of 
funds, This may be attributed to several factors such as the 
floating rate on the Canadian dollar which existed until recently, 
withholding taxes imposed on non-resident holders of Canadian 
securities and the fear of Government expropriations of certain 
public utilities, Figures for 1962 on the ebb and flow of security 
transactions with non-residents are not availabie, but it would seem 
evident that the demand for equities by non-residents from all sources 
is now running at a net debit and has resulted in a large withdrawal 
of funds from Canada, 

Zile The following table shows that, up to the end of 1961, there 
was on balance an inflow of funds from international transactions in 
Canadian stocks, but we believe that, in 1962 to date, this trend has 


been reversed: 


Security Transactions Between Canada and Other Countries 
Net Sales (+) or Purchases (-) 1954 1955 1956 1957 1958 1959 1960 


Canadian Securities (Millions of dollars) 
Trades in outstanding stocks 4129 +138 +188 +137 + 88 +110 + 49 


Net Sales of Outstanding Canadian Stocks to Non-Residents 
(Millions of dollars) 


Quarter Total United States Other Countries 
1960 I Q 13 3 8 

II Q 24 22 2 

IfI Q 10 14 ~ 4 

IV Q 2 13 - 1] 
1961 IQ 13 21 - 8 

II Q 32 45 ~ 13 

III Q ~ 22 - 22 

IV Q - 53 32 - 37 
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121b. Since the above was written, the D,B.S. has issued figures 
indicating that, in the first five months of 1962, there was a net 
capital outflow of $88 million from trades in all outstanding 
securities, compared with-a capital inflow of almost the same size 
in the same period last year. In May alone, foreigners sold to 
Canadians a net of $15,300,000 in Canadian stocks - the largest 
monthly re-purchase balance since the Second World War. 
CONCLUSIONS 

122, Statistics are not available which provide a break-down 
of the proportion of stock business accounted for by each of the 
main classes of financial institutions such as pension funds, mutual 
funds and trust and life insurance companies, However, in a 1962 
publication, the New York Stock Exchange FACT BOOK, institutions 
and intermediaries for the first time in eleven studies accounted 
for approximately 25% of the share volume on the New York Stock 
Exchange in September 1961, while slightly more than 50% was 
accounted for by transactions of public individuals. 

123, While no comparable statistics are available for the 
Toronto Stock Exchange, we believe that much the same pattern 
applies and, of total share volume, the individual investor still 
accounts for the greatest proportion. 

124, The Stock Exchange sees no reason to recommend a change 
at the present time in the investment activities of Pension and 
Mutual Funds; however, the Exchange is concerned about the lack 

of adequate supervision, control and training of salesmen for 
Mutual Funds, It is hoped that the Funds or their Association 
will take early steps to correct this weakness and so raise the 
standard of their selling organizations, 

1l24a, The Toronto Stock Exchange believes that it is desirable 
for Canadian stock ownership to be broadened, and that a downward 
revision of the present tax structure is necessary to strengthen 
the economy and encourage new investment in Canada, The import- 
ance of foreign capital in contributing to Canada's post-war 
development cannot be overlooked, and, if the country's develop- 
ment is to continue at an appropriate rate, foreign capital in 
large amounts will continue to be a necessary requirement, To 
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assure that it will be available, confidence in the future of 
Canada and its monetary and fiscal policies must be restored 

and maintained, 

NON-FINANCIAL CORPORATIONS 

125. Unfortunately, statistics to indicate the extent of 

the demand for stocks by non-financial corporations are non- 


existent. 
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As a result, any observations of activity in this area can only be 
based on the general experience of Exchange members, which indicates 
that, with certain exceptions, these corporations are not stock 
buyers. 

126, Among the exceptions are certain industrial companies which, 
for a number of reasons, have become partly "investment trusts” in 
character. However, such companies are not under pressure to invest 
a regular flow of funds, nor are they exposed to redemption of their 
share capital and accompanying involuntary liquidation of portfolio 
investments, as is the case with mutual funds, 

127, Other exceptions are found among a number of mining and 

oil companies whose reserves have become partly or wholly depleted, 
To offset the effect of this depletion, excess funds are invested 

in the shares of other companies, usually of those engaged in the 
same field, Share acquisitions of this kind are sometimes made on 
the basis of holding for the long term, but, in other cases, these 
companies do a considerable amount of trading, although not enough 
to have a real effect on the demand side of the market. 

128. Companies which invest in shares of other companies 

engaged in a line of activity that has some direct bearing or 
influence on their own field of business are also exceptions to 

the rule, Examples of share investments in this category are 

the investments which a number of major oil companies have in the 
share capital of crude oil pipelines, In addition to being 
associated with each other through share holdings, it will often be 
found that other contractual relations exist, such as through-put 
agreements in the case of the above example, A company may also 
invest in the shares of another company which is an important 
supplier or an important customer, This is done to protect the 
source of supply of raw materials or the outlet for finished products, 
Share investments made by companies for the foregoing reasons tend to 
be of a long term nature and therefore contribute little to stock 
market activity. 

129, Another example of share investing by non-financial corpora- 
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tions is the case of some family-owned or controlled corporations. 
Being operated primarily to suit the requirements of major share- 
holders, they tend to follow a policy of building up equity interest 
by investing earnings in shares of other companies rather than 
paying out liberal dividends which would be taxable in the hands 

of the individual shareholders, In effect, such companies operate 
partly as individual investment trusts, with investment policy being 
geared more to the investment objectives of the major shareholders 
rather than to the needs of the corporation, In the fixed income 
section of the portfolio, emphasis would be placed on owning 
preferred shares rather than bonds and debentures, since dividend 
income is not taxable income in the hands of the corporation, where- 
as interest income would be, It is thought that there are 
relatively few companies in this category in Canada, so that their 


impact on stock market activity is likely to be relatively small. 


INVESTMENT ACCOUNTS OF PROVINCIAL 
AND MUNICIPAL GOVERNMENTS 


130. With one exception, provincial governments are precluded by 
statutory requirements from investing the funds of their various 
controlled accounts in preferred and common stocks, Each province 
has its own governing Act in this regard, such as "The Financial 
Administration Act" of the Province of Ontario and "The Department 
of Finance Act" of the Province of Quebec. The one exception is 
the Province of Nova Scotia, which recently passed "The Provincial 
Act of 1962 Bill Number 5"; under this Act, provision is made to 
allow such government accounts in that province as Pension Fund, 
Workmen's Compensation and Teachers" Superannuation to purchase 
either preferred or common stocks up to 20% of the total portfolio 
provided that not more than 40% of the total is invested in corpora- 
tion securities of all types. In view of the fact that this Act 
has just come into being, it is too soon to assess the effect it 
might have on the investment policies of the government accounts 
affected, 

131. Municipal governments are restricted by provincial legis- 
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lation to investing their funds in so-called "trustee investments", 
which generally means federal, provincial and municipal government 
securities, In Ontario, the governing Act is the "Municipal Act" 
with Section 12 (2) applying to Revenue Funds and Section 325 
applying to Sinking Funds, These various provincial Acts and 
the regulations thereunder have been in force for a good many 
years and, as far as is known to the Toronto Stock Exchange, no 
changes are presently contemplated to permit municipalities to 
invest their funds in preferred and common shares, 
132, In view of the foregoing limitations, investment action 
by provincial and municipal government accounts have no influence 
on the stock market. 
INFLUENCE OF TAXATION ON DEMAND 
133. The incidence of taxation in Canada on corporate and 
individual taxpayers has an important bearing on the investment 
decisions of individual investors, At the present time, income 
earned by a limited company is subject to the following taxes, all 
of which are payable by the corporation: 
(1) A federal income tax of -~- 
(a) 18% of the taxable income, if the amount 
of such income does not exceed $35,000, 
and 
(b) 47% of the amount of taxable income in 
excess of $35,000. 
(2) A federal old age security tax of 3% of the 
taxable income, 
(3) A provincial income tax is presently imposed 
by the Provinces of Quebec and Ontario upon 
the profits of companies doing business there- 
in. The rate of tax imposed by Quebec is 12%, 
while Ontario imposed a tax of 11%. 
A credit of 9% may be now deducted from the 
federal tax in respect of these provincial 
income taxes in 1962 and subsequent years, 
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DOUBLE TAXATION 

134, It has been one of the fundamental principles of Canadian 
taxation policy for many years to subject profits earned by limited 
companies to double taxation, The profits are first taxed at the 
above rates in the year in which they are earned by the company. 
The balance of such profits is then subject with certain exceptions 
to second taxation in the hands of shareholders when distributed to 
them as dividends, or in other forms which are held to be the 
equivalent of dividends for purposes of the Income Tax Act, Divi- 
dend income in the hands of individuals are taxed on the basis of a 
graduated scale of rates accoding to their level of taxable income, 
In general, dividend income received by a Canadian company from 
other corporations is not subject to corporate income taxes in the 
hands of the receiving company. 

EXCEPTIONS OR MODIFICATIONS 

135. Several exceptions and modifications of this general rule 
of double taxation have developed over the years, such as the fact 
that special rates of taxation are imposed upon certain types of 
companies such as investment companies, non-resident owned invest- 
ment corporations, foreign business corporations, personal corpora- 
tions and others. Provision is made in the Income Tax Act for 
companies to pay a special 15% tax upon earned surplus accumulated 
to a certain date and so enable their shareholders to be free of 
tax when this surplus is ultimately distributed in certain ways. 

It is also possible to reduce the tax payable to not more than 20% 
of the earned surplus through the use of a “trader company” or a 
tax~exempt organization as an intermediary. 

136, Apart from these exceptions and modifications, however, the 
general rule of double taxation of corporation earnings still applies 
to the vast majority of corporations and their shareholders, The 
result of this double taxation is to impose a heavy burden of 
taxation upon the income earned by limited companies and their 


shareowners, 
DIVIDEND TAX CREDIT 


137. To relieve this burden of taxation to some extent as far as 
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shareowners are concerned, special provisions exist which provide 
that individual Canadian taxpayers who receive dividends from 
Canadian companies which are taxable in Canada are permitted to 
deduct, from the taxes payable by them on such dividends, 20% of 
the Canadian dividends received. This 20% dividend tax credit 
arrangement is unique to Canada and, together with the fact that 
stock market profits made by Canadian shareholders are not subject 
to a capital gains tax as is the case in certain other countries, 
has contributed to a greater demand for preferred and common shares 
in Canada relative to other forms of investment than might other- 
wise be the case, 

138, From the standpoint of the individual investor, the 20% 
dividend tax credit has meant that investment in preferred and 
common shares is often much more attractive than interest-bearing 
securities, depending upon the taxable income bracket of the 
individual. This is indicated by the following tabulation, which 
shows the yield which must be earned by an interest-bearing invest~ 
nent in order to equal in the hands of the recipient, after taxes, 
a net tax paid yield of 4.50% and 5.00%, respectively, from shares 
in taxable Canadian corporations: 


Yield on interest-bearing securities 
1961 required to equal net tax paid yield 


Tax from shares of 4.50% and 5% respectively 


Taxable Income Bracket Rate 4.50% 5.00% 

$ 5,000 - $ 6,000 22% 5.65% 6.28% 
6,000 ~ 8,000 26 5.71 6.35 
8,000 - 10,000 30 5.78 6.42 
10,000 - 12,000 35 5.88 6.53 
12,000 - 15,000 40 6,00 6.66 
15,000 - 25,000 45 6.13 6,81 
25,000 ~ 40 ,000 90 6,30 7.00 
40,000 - 60,000 55 6.50 7.22 
60,000 - 90,000 60 6.75 7.50 
90,000 - 125,000 65 7.07 7.85 
125,000 - 225,000 70 7.50 8.33 
225,000 - 400,000 tk) 8.16 9.00 
Over $400,000 80 9.00 10.00 
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Notes The foregoing calculations are based on the premise that 

income from the intended investment will be additional 

income attracting income tax at the rate applicable to 

the investor's highest taxable income bracket. 
INSTITUTIONAL INVESTORS NOT BENEFITED 
139. While the 20% dividend tax credit has benefited the individual 
taxpayers, it has not provided any advantages to institutional and 
other investors who are not subject to taxation on investment income, 
Such investors, for example, find preferred shares less attractive 
than bonds for the fixed income portion of their portfolio in view of 
the effect which the 20% dividend tax credit has had in lowering the 
yields obtainable from this type of investment, 
INFLUENCE OF TAXATION ON RISK FINANCING 
140, The influences of taxation on investment decisions are myriad 
and affect both the demand and supply side of the market, The first 
and most obvious influence is that taxation of any kind serves to 
divert funds from the private channels of the economy to support of 
government activities, The progressive structure of the tax rates, 
especially in personal tax rates and estates tax rates by which those 
with the highest incomes and largest estates pay taxes at the highest 
rates, has been an important factor in sharply restricting the ability 
of individuals or small groups of individuals to amass funds with 
which to finance major business ventures, Taxation, both of 
individuals and corporation, is often said to impair incentives to 
undertake desirable and necessary, albeit risky and arduous, pro- 
grammes, 
141, The technical provisions of the taxation legislation have 
important effects. The fact that bond interest payments are 
deductible by corporations as expenses in computing income for tax 
purposes, while dividend payments are not, has obviously been a very 
important consideration in those many cases in which corporations 
have chosen to raise new capital through bond issues rather than 
stock issues, The 20% tax credit on dividends has worked in the 
opposite direction, The absence of a tax on capital gains, 
coupled with the progressive nature of personal income tax rates, 
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has led investors, particularly those in high income tax brackets, 
to seek out situations in the stock market that offer prospects of 
capital gain in preference to regular income, 

142, The Toronto Stock Exchange believes that the entire 
taxation structure in Canada should be the subject of gover:ument 
review in which every consideration is given to reducing the 
burden of taxation now imposed on corporate or individual tax- 
payers OR to designing a new formula for taxation which would tend 
to encourage corporate financing through stock issues rather than 


by bond issues, 
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PART IIT 


THE SUPPLY OF EQUITIES 


AVAILABLE ON THE T.S.E. 

143. A broader cross-section of equities made available to 
investors would be of advantage to Canada, The Toronto Stock 
Exchange now provides facilities for trading a large number of 
equities representing a substantial value. At the end of 1961, 
there were 1,117 stocks listed, with a market value of 

$61 ,073,003,583., It is appreciated that the market values 
represent some shares which are closely held and not likely to be 
available for trading, but, during the year 1961, 719,320,976 
shares traded with a total value of some $2,526,349,869 (Appen- 
dix 10). During the first six months of 1962, 408,540,613 

shares traded with a total value of $1,185,778,009, 

MORE VARIETY REQUIRED 

144, During recent years, there has been a reasonably steady 
increment of equities through new issues (see Appendices 11 and 12). 
These have covered a fairly wide field of enterprise, but a broader 
cross-section of Canadian securities would not only enable Canadians 
to participate more widely in business in Canada, but would also 
invite capital portfolio investments from other parts of the world. 
To this end, the Exchange is constantly encouraging additional 
qualified listings. It is appreciated that the geography of Canada 
and our relatively small population preclude complete representation 
in such industries as aircraft, chemicals, electronics, railways, 
etc., but there are other fields which could have more complete 
representation, In truck and motor car production, for instance, 
only one Canadian producer has its shares listed and, of its out~ 
standing capital stock, some 75% is owned by the American parent. 
There are about five other American-owned producers whose vehicles 
are manufactured or assembled by Canadian subsidiaries, none of 
whose Canadian equities are available for purchase, Similar 
situations apply with respect to many major industrial classifica- 


tions, 
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PARTICIPATION IN FOREIGN -OWNED 

SUBSIDIARIES OPERATING IN CANADA 

145. There has been considerable public discussion in Canada 
concerning the inability of Canadians to buy equities in Canadian 
subsidiaries of foreign-owned corporations, In the post-war boon, 
the Canadian economy was expanding at a greatly accelerated rate 
to satisfy the pent-up world demand for Canadian goods. The 
expansion which took place would not have been accomplished 
without the help of tremendous amounts of foreign capital, and, 
during this expansion period, Canadians welcomed this help in 
whatever form it chose to take (Appendix 13 indicates the amount 
and type of foreign investment as at 31 Dec. 1959). 

146, Today, with this period of accelerated expansion behind us, 
we should not fail to remember that foreign capital, particularly 
American capital, was very helpful during this time and may be so 
again in the future. We are of the opinion that an increase in 
the supply of equities of Canadian subsidiaries of foreign-owned 
corporations should be encouraged in ways which will be bene- 
ficial both to the corporations concerned and to the Canadian 
investors. Care must be taken to ensure that any encouragement 
or inducement to increase supply of equities from this source by 
legislative action is not interpreted as punitive and thus results 
in impeding the flow of capital into Canada, From the standpoint 
of the Toronto Stock Exchange, there would be, of course, a 
distinct advantage in having Canadian participation in foreign~ 
owned Canadian corporations, since members of the Exchange would 
have a wider range of shares in which to trade, However, the 
Exchange believes that the apparent immediate benefit would be 

sen SPORE by other considerations if this were in any way forced 
upon the corporations concerned, 

147. From the point of view of the foreign-owned corporation, 
there appear to be two principal advantages to Canadian participa-~ 
tion in the equities of its Canadian operation. The first is in 
the field of public relations, It would be good business to have 
a partial Canadian ownership of companies doing business in Canada, 
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This would strengthen our ties with the foreign corporations which 
see fit to spend many millions of dollars in Canada in plant and 
equipment, and in producing employment for Canadians. The second 
advantage, particularly in the field of consumer goods, would be 
that the owner of shares in a company is favourably inclined to 
purchase the goods of such company and, the more Canadian share- 
holders there are in this type of company, the more potential 
customers there are for the company's goods, These advantages 
are not always present, but, when they are not, other advantages 
must be available to encourage financing in Canada, 

YNFLATION DISCOURAGES EQUITY FINANCING 

149, One point that has mitigated equity financing since the 
Second World War has been inflation. It has been attractive to 
borrow funds for a stated period with some certainty that the 
repayment date would find the currency with a reduced purchasing 
power, 

STUDY OF INCENTIVES NEEDED 

150, The Toronto Stock Exchange believes that it is important 
to maintain the flow of funds for capital investment and that this 
can best be accomplished through incentives, but the Exchange also 
believes that great care must be taken to provide the right kind 
of incentives and that there is not now available adequate 
information to enable a categorical recommendation, Accordingly, 
the Exchange recommends that a proper study be made of incentives, 
to include tax incentives, designed to encourage the distribution 
and ownership of equities by all types of investors in Canada, 
151. For example, the 20% tax credit does not extend to the 
large pools of institutional money, since most insurance companies 
and pension funds, as well as others, are non-taxable, However, 
since these organizations represent the savings of millions of 
Canadians, there should be some incentive which would make the 
purchase of Canadian equities attractive to them, This would 
broaden considerably the market for Canadian equities and also 


assist in maintaining control of Canadian operations in Canada, 
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SHARE SPLITS 
151(A). (a) The Toronto Stock Exchange, either directly or 
through some of its members, has been urging listed companies to 
"split" their shares in order to keep their price at or below 
$20.00 per share, A number of companies have taken such action, 
(b) A survey made by one of the Exchange members in 
late 1959 of 1,000 of his clients disclosed the following 
information: 
(i) At price levels of $75.00 and up, only 23% of 
small investors ($1,000 to $5,000 range) are interested 
in buying "blue chips"; 
(ii) But if “blue chips" were split and offered at 
$10.00 per share, 62% of small investors would prefer 
to own them instead of bonds, junior industrials or 
speculative issues, Ability to buy board lots is a 
major factor in the small investor's interest in this 
class of security; 
(iii) In a "breaking" market, 48% of small investors 
would support the market for the "blue chips" if they 
were being traded in the $10.00 range, but, at the 
higher levels, only 31% would buy as prices went down; 
(iv) 80% of small investors show a preference for the 
products and services offered by a company in which 
they own shares; 
(v) 84% of small investors show a preference for 
ownership of stock in companies which would issue 
quarterly financial reports over those which would not; 
(c) An example of the effect of a stock split on 
the number of shareholders in a company may be seen in Dominion 
Stores Ltd, In the ten years from 1950 to 1961, the number of 
shareholders increased only from 3,300 to 3,700, i.e., 12%. But 
in 1961, the stock was split 5 for 1 and, within a year, the number 
of shareholders increased from 3,700 to 8,550 = 131%. 
(d) It is suggested that the Bank Act be amended to 


permit banks to have their shares of nominal or of no par value 
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and thus permit them from time to time to split their shares. 

It would probably be helpful, also, in this respect if the 
Commission would indicate the advantages (if they agree there are 
advantages) to the companies and to the public in having shares 
divided from time to time to permit them to sell in the range of 
$20.00 or less, It is interesting to note a comparison between 


British and Canadian banks which was made in 1960: 


Number of Market Value 

Price Shareholders Average Shareholding 

Cdn .$ Cdn .$ 
British Banks 
Barclays 8’ /8 61,000 3,337 
Midland 12 65,000 2,988 
Lloyds gh ya 66 ,000 2,599 
Westminster 8'/2 50,000 2,788 
National Provincial 12/4 42,000 3,062 
Canadian Banks 
Royal 791 /2 22,200 21,624 
Montreal 55 21,100 15,840 
Commerce 551 /2 20,400 12,265 
Nova Scotia 70°/4 9,400 16,202 


Tor onto-Dominion 95 9,600 13,750 


N hy 


“jj 


a paree. a . ad: 
re: oe tes) yal 

Of YrraG bee 

" aes, i ly my Ls ily 


oe pew io . 


en nan @ es Sniiny ab al ca 
ee ee ena 
. eee s “ie my 4 a | cy sae sic a ee = # 


' aus) ‘ 


( WA 
i { 7 il AY | my 1 
MS 
; i a ; 
e pire 
iol ; i 
a a “_ @ 
7 4; Fae ‘ 
i 
if 
‘ 7 7 tins ' a = \ 
j : 44 rt i | 
Je re ; 
) OM cal 
Mi a). ig'= 8 on PO ad ae ‘ 
a 7 a j et 
ry a. ; - e opie’ ’ , 
‘ ¥ api | ; é 
i } if) 


CHAPTER VI 


TRADING FACILITIES AND PROCEDURES; 
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TRADING FACILITIES AND PROCEDURES 


GENERAL 

152. The trading facilities provided by the Exchange in terms 
of plant and equipment are the equal of any stock exchange of which 
we have knowledge, The present building, erected in 1937, had 
installed in it a quotation enquiry system which has attracted 
world-wide interest. It is only in recent years, for example, 
that comparable systems have been devised for the New York Stock 
Exchange, The trading floor, of 8,500 square feet, provides 
facilities at nine trading posts for 590 more actively traded 
stocks and at three "inactive" posts for an additional 527 less 
actively traded issues, Trading activity in terms of the work to 
be processed on the floor and in subsequent recording and clearing 
operations can best be measured by the number of transactions 
executed during the course of a business day, and the present 
facilities have proven capable of adequately handling some 21,500 
daily transactions, 

TICKERS 

1353. One exception to adequacy of service is perhaps in the 
tickers. While the ticker system, with 411 tickers running in 

76 towns and cities in Canada and 5 cities in the United States, is 
well distributed (see Appendix 18 for list and cost), the speed of 
present-day tickers is such that they cannot keep pace with peak 
market activity. A new type of ticker is now in course of 
development and the Toronto Stock Exchange hopes that, in the not 
distant future, this improved service will be available to its mem-~ 
bers. 

QUOTATION SYSTEM 

154. The dial quotation system provides for quotations to be 
printed out in subscribers’ offices (in Toronto only) on some 590 
listed issues within from 7 to 30 seconds of the time of dialling. 
The system has handled up to 75,000 enquiries on peak days. It is 
supplemented by a telephone enquiry system for the balance of the 
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155. In the past two or three years, a number of quote systems 
using electronic apparatus have been developed, and, at the present 
time, the Toronto Stock Exchange is actively considering the 
installation of such a system. This will give instantaneous 
quotations and other information throughout North America on all 
stocks listed on the Toronto board, It is expected that such a 
service will require a capital expenditure of close to a million 
dollars and will take almost two years to design and instal. 

156, Another quotation system now available to members in 
Toronto is the "teleregister board", This is a console type of 
equipment which displays the last "bid" and "ask" on up to sixty 
selected stocks, The broker who has this board in his office 
will select, of course, the sixty stocks in which his clients are 
most interested. As the prices of these sixty stocks change on 
the big automatic board in the Exchange, they are at the same time 
automatically changed on the console in the brokers’ office. 

DATA PROCESSING 

157. The use of modern communications and data processing 
equipment in the operation of the Exchange is also a constant 
study. The most promising areas for the advantageous use of such 
equipment appears to be in the processing of information, 
commencing at the point when a trade is made between two traders 
on the floor, Although speculative opinions have been given 

that the human element in the trading process might be eliminated 
altogether, this does not appear to be a possibility that need be 
taken into account in present planning. 

CENTRAL DEPOSITORY 

158. Studies are also being made on the feasibility and 
practicability of establishing a central depository for share 
certificates, This is an established practice in some European 
countries (France and Germany) and may well be capable of operating 
in Canada, Such an organization would probably be quite separate 
and apart from the Stock Exchange, but the Exchange and other 
financial institutions would certainly be involved in its opera~ 
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BROKER*S RESPONSIBILITY IN TRANSACTIONS 

159, When a member of the Toronto Stock Exchange is given an 
order by a client to buy or sell stock, there can be considered 

to be an unwritten contract between the two parties, On the one 
hand, the customer undertakes to buy (or sell) a specified number 
of shares of a given stock at the market or at a stated price, 

On the other hand, the member undertakes to use his best efforts 
for the customer in carrying out the transaction, Since the 
broker is a member of the Toronto Stock Exchange, which has a 
constitution, by-laws and settled modes of procedure, he, in 
carrying out the transaction, agrees to proceed in accordance with 
the by~laws and rules of the Exchange, and to execute the order 
with diligence and care, 

METHOD OF EXECUTING AN ORDER 

160, Orders to purchase or sell stock are normally placed 
either by telephone or by customers actually in the broker's 
office, or by mail or telegraph. Assume an investor in Fort 
William wishes to purchase 100 shares of Bell Telephone at $52, 

He telephones his salesman, who is likely a representative of a 
national brokerage or investment house maintaining a small branch 
office in Fort William, The salesman will at once forward the 
order to the head office of his company in Toronto by direct wire, 
A ticket for the order is made out by the firm's traders on the 
stock trading desk in the Toronto office. The traders in the 
office then relay the order by direct private telephone to the 
company's order clerk in the firm's booth on the edge of the 
trading floor of the Toronto Stock Exchange. The order clerk 
then gives the order to the firm's floor trader. 

TRADING "POSTS" 

161, On the Toronto Stock Exchange, there are trading posts 

or Locations, To each post is allotted a certain number of 
securities, Trading in these stocks must take place around 

these posts, In order to avoid congestion at any particular post, 
the most active stocks are, as far as possible, posted for trading 


in different sections, All transactions and markets on the floor 
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are made by open outcry of bids and offers, This is done to attract 
the attention of all traders who may be at that time busy dealing 

in other stocks at a different post. The moment a trader hears the 
stock called by another trader, all he has to do is go to that post 
and see if any of the bids or offers are meeting his order, 

THE SEQUENCE IN A TRADE 

162. The floor trader will therefore go to the post where Bell 
Telephone is traded and complete the transaction, The particulars 
of the trade are recorded on a floor ticket, which forms a permanent 
record of the transaction and is instantly transmitted to the ticker 
room, where the information is broadcast to all parts of the country 
over the ticker tape. As soon as the floor trader has completed 
the purchase of the 100 shares of Bell Telephone at $52, he informs 
his firm's phone clerk in the booth at the edge of the floor, who 
phones the details to the trading room of the firm's Toronto office, 
The order is then completed and the customers’ man in Fort William 

is informed by private wire that the order has been executed. The 
customers’ man will then phone his client. An official confirma- 
tion of the transaction will be mailed to the client that same 

night from either the Toronto or Fort William office, depending 

upon the practice of the particular member organization, 

TRADING RULES AND REGULATIONS 

163, The Toronto Stock Exchange has developed very strict rules 
with regard to trading procedures and with regard to ethical stan- 
dards of the members and member houses, Every effort has been made, 
and will continue to be made, to protect the interests of the buyer 
or seller of securities, Attorneys or floor clerks of the member 
firms are subject to a maximum fine of $500, or suspension or 
expulsion from the trading floor, for any infractions of these 

rules and regulations, These rules follow the American rather 

than the British practice, with the important difference that Toronto 
has neither specialists nor odd-lot dealers, In the case of the 
London Stock Exchange, transactions are completed on a much less 
formal basis than in Toronto, While their members, in buying or 
selling, must give their transaction sufficient publicity to make its 
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existence generally known at the time, rules or regulations relating 

to the sequence in which orders must be filled (as is the case in 

Toronto) or to floor procedures generally are either very limited 

or non-existent (see Appendix 43 ~ By-Laws and Rulings on Trading - 

T.S.E. Circular No, 3). 

FLOOR GOVERNORS 

164, The Board of Governors of the Toronto Stock Exchange 

appoints floor governors to supervise floor procedures during 

trading hours, The floor governors have authority to make 

decisions whenever a dispute between members may arise over a 

transaction, and have power to discipline floor traders and clerks 

as noted above. 

PRIORITY OF ORDERS FOR CUSTOMERS 

165. An important ruling with regard to trading, from the \ | 
¢ 


standpoint of the protection of the public, was recently introduced 


; vias Ax 
by the Board of Governors of the Toronto Stock Exchange. This ot 


states that "Orders for the accounts of customers shall have 
priority over all other orders executed on the trading floor ,... 
The phrase “orders for the accounts of customers ... shall not 
include an order for the account in which a member or a partner, 
director, officer, shareholder or employee of a member ... has an 
interest direct or indirect, other than an interest in a commission 
charged.” At the time this ruling was made, it represented an 
important step forward in ensuring the public of complete priority 
in obtaining the best possible price in either the purchase or sale 
ot a given security. As far as the Exchange can learn, Toronto 
was the first exchange to introduce such a far-reaching protective 
measure for the public benefit. It is understood that a similar 
ruling has since been adopted by other exchanges, 

SPREADS 

166, The spread in the price of a stock is the differential 
between the bid and the asked prices. A stock which is $50 bid 
per share and is offered at $51 per share has a spread of $1.00 

per share or 2% on the bid price, The size of the spread in the 
market of various stocks will vary substantially in accordance with 
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a number of factors, the more important of which are stated below. 
167. Factor 1 - Availability: The spread in the market of an 
issue with a relatively small number of shares outstanding is 
usually larger than the spread in the market of an issue with a 
large number of shares outstanding. Few people hold the stock 
and, therefore, few people are interested in it; consequently, it 
trades infrequently and, in many inactive issues, as long as a 
week will pass with no transactions, Inactivity naturally 
results in wide spreads, as there is no buying pressure to bid 

up the price to the offering side and there is no selling pressure 
to lower the offering price down to the bid, When inactive issues 
suddenly become active due to unexpected news, the spread will 
immediately narrow, The following are examples of spreads in 

the markets of relatively inactive industrial and financial stocks 
as compared with spreads in the markets of active stocks. 


Spreads in the Markets of* 
Inactive Listed Stocks 


Bid Offered Dollar Percent Spread 
Security Price Price Spread On Bid Price 
Imperial Life Assurance $121.00 $134.00 $13.00 10.7% 
Dominion Lime Products 6,00 7.375 1.375 22.9 
Niagara Wire 13.00 15.00 2,00 15.4 
Cdn, General Electric 32,00 35.00 3.00 9.4 
Anthes Imperial "A" 11.50 12.50 1.00 8.7 


Spreads in the Markets of* 
Active Listed Stocks 


Bid Offered Dollar Percent Spread 
Security Price Price Spread On Bid Price 
Calgary Power $ 20,375 $ 20.50 $ 0.125 0.6% 
Salada Foods 12,875 13.00 0.125 1,0 
Shawinigan Water & Power 22.29 22.50 0,25 1.1 
International Nickel 68.00 68.25 0,25 0.4 
Abitibi Power & Paper 44.75 45.00 0.25 0.6 
* Prices as of May 31, 1962 
168, Factor 2 - The Stock Price; Comparisons between high priced 


(above $50 per share) and low priced (below $15 per share) stocks 
indicate that, with all other elements (such as number of shares 
outstanding) equal, as prices increase so does the dollar spread in 
the market, but, at the same time, the percentage spread declines, 
This holds especially true of penny mining stocks where the dollar 
spread may be only one cent but the percentage spread may be as high 
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as 10%. The following table indicates typical dollar and percentage 
spreads of stocks in various price ranges, 


Average Spread 


$ % 
10 active stocks selling 
above $50 per share 1.0625 1.0971 
10 active stocks selling 
below $15 per share 0.215 2.7326 
10 active mining stocks 
selling below $1.00 per 
share 0.0065 4.3273 
169, Spread in Preferred: Spreads in the prices of preferred 


stocks are usually very wide, because most preferred stock issues 
have only a small number of shares outstanding and most of the shares 
are held by long term investors. As preferred stocks are fixed 
income securities, they trade very little and, very often, there 

will be no offering whatsoever, 


PARTICIPATION IN THE MARKET 
BY “PROFESSIONALS” 


170. A "professional" may be defined as a person who buys or 


sells for the short term - as a practice - or consistently - and not 
ie on rare occasions, Naturally, he does this for a profit and 
PEAS RU anes aise of a market movement which he thinks 
unusual and unjustified, For example, the price of a stock may be 
unduly depressed by "panic™ on the basis of an isolated bit of bad 
news about the company, or it may have a spectacular rise because of 


some favourable news story. The professional, in the first case, 


may buy, or, in the second case, sell or sell short. In either 


ita eee 


case, the action of the professional will probably have a stabilizing 


Ne iin aa 


influence on the market, and he therefore tends to create the same 


result as the "specialist" is supposed to do in the United States 


markets. And it must be emphasized that not in all cases does the 


pecteaai onal make a profit; this operation has in it a large element 
of risk, and, to have any success at all, the trader must be bola, 
skilful and experienced, Some members of the Exchange do 
professional trading, but there are no statistics available to 
indicate either the amount or the profits - if any - from such 


operations, 


ooe 73 


ahd ie iT cn fi: vs nt 


i ay. ae i nia ay 4 
a ji ; mi } Ks n ni i i bie sar 
fils x = vd aun aerii 


tie i. SSPE saxty me 


fai 
od 


Dr : i 


ay , My 


ia ete ‘A 


ee 
ula 4s RR 

eihsa vera bewaeig’ eo hte od rdw yFfwuan | 
suvnda oii Yo dem Wad yuna red st 
wet «ih sobs birt siond) uh! | wits "yok Ye Bt 
wwe asta cial nee ia vey lad eos: . ; ok 
ee 


“a: i Aan hd 


ore savant hye: es sess preva . “ 


dua hon » : AA taeda auog 2% Sg 
onde pa 


wit teas dante «bends tale eae ai yeu ee 
gy 


‘hn 20 34¢ era lows om Yo akwwe amd Dna” oe ash ale i 
to wOapew gals 24 Leueialin: " avant yer at HO en ancy: all onda oboe a 


ciaber Hedy nll teh Aanabay toed att HONG Mewar — ary 


neonate 


and iw al 4 ereetin Lem ‘0 sistant oman brariven ede: Le 


meen. th 


er 


site to © eyed lant, are Lams i ne darng ike be, ue 


(a cages . pertain yaetonrns ‘ " 
omnes wkd 89 pero a8 wand vp Lonoma wa tee Tassel on oan M 
(ar ooreiheaes iabierdhiame~betaninate ey am i ox isha ie ep . ea" | 
«nenya beyhal i ih Ot id pawcrague al "yn Sg baneival | 
re ee eminienbaboh is ania am ates j r ; 


adh ott domi Lhd det som petty Denis haere hed me a bom a e a me 
trwanw Ly eid, at oh ead DOL range mids fshhone woe ano eainang, 7 
Kodo Kgl woke wt: yeild Ln Pa anavoms om ava om be Am M8). 
Oh oyneitin® fs 20 wandum ened | rhecom pri ON 

OF widaiLtann nokiensaty om oe wre wud, antbay Weosamartonn 
Aven N, ~ pa Re na nnerin wily ase swe ony a eneinal 


ee 


ray i 


SPECIALIST TRIAL IN TORONTO 

171, In an endeavour to give the best possible service in filling 
orders for clients, it was decided to try out the specialist system 
in Toronto three years ago. However, the practice was discontinued 
when it was found that the specialist, in fact, served no useful 
purpose in our market, where the value of the shares is, on the 
average, very much less than in New York and where the broker here 
is, to a large extent, fulfilling the role of both the jobber and 

the broker in London, It is interesting to note in this connection 
that discontinuance of the "jobber" system in London is now being 
considered as being unnecessarily cumbersome, and there is some 

doubt as to the need for, or the efficiency of, the specialist in 
New York, The large underwriting houses which have stock exchange 
affiliates may from time to time have substantial positions in issues 
which they have underwritten or sponsored and, to this extent, act as 
"specialists", but these positions, as a rule, are of a temporary 
nature, Very few member firms maintain large investment positions 
in equities for their own accounts (see Chapter IX). 


THE TORONTO STOCK EXCHANGE 
DOLLAR AND SHARE VOLUME 


172. The number of shares traded on the Toronto Stock Exchange 
has fluctuated in a wide range during the past ten years, but there 
has been a noticeable uptrend as shown in the table at Appendix 19. 
The heavy volumes recorded during 1955 and 1956 were largely due to 
the activity of the mining and western oil stocks in those years, 
Mining and western oil stocks still have an important ~- but, in 
recent years, a declining - influence on the Toronto Stock Exchange 
as illustrated by the following statistics: 

The Toronto Stock Exchange 


Mining & Oil Share Volume and Value as a 
Percent of Total Volume and Value 


Year Share Volume Share Value 
1961 86.8% 29.8% 
1960 90.7 33.6 
1959 ol 38.5 
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The Toronto Stock Exchange 
Industrial and Mining Volume and Value 


Industrials Mines and Western Oils 
Share Dollar Share Dollar 
Year Volume Value Volume he Value 
1961 95,077 ,878 $1,772,758, 204 624,243,098 $753,591 ,665 
1960 43,758, 216 812,338,748 425,933,327 410,991,746 
1959 66,114,430 1,114,209, 434 697,120,181 716,212,893 
G/B hes The relative position as to volume and values of the mining 


and western oil stocks listed on the Toronto Stock Exchange is 
declining due, in part, to the development in Toronto of a large 
industrial market. It is anticipated that this trend will continue 
as Canadian secondary and heavy industry expands - although Toronto 
should still continue to hold a pre-eminent place as a mining and 
oil share market relative to other exchanges in Canada, 
SIZE OF TRANSACTIONS 
174. The size of the typical transaction on the Toronto Stock 
Exchange varies in a wide range, Regular trading units or “board 
lots" are as follows: 

MINING SHARES 


Shares selling under $1.00: 500 shares 
Shares selling at $1.00 and over; 100 shares 


OTHER SHARES 


Shares selling under $25; 100 shares 
Shares selling at $25 and under $100; 25 shares 
Shares selling over $100: 10 shares 
175. Individual or retail orders to purchase industrial stocks are 


usually for 100 shares, while orders for institutions are rarely for 
less than 1,000 shares. Large institutional orders, i.e., for 
10,000 shares or more, are usually executed over a period of days, 
and very large orders are generally distributed among a number of 


members of the Exchange. 
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PART I 
PRIMARY DISTRIBUTION 
176. For definition as in The Ontario Securities Act (Sec. 1(1)), 
see Appendix 20. 
REQUIREMENT FOR PROSPECTUS 
WAIVED FOR LISTED STOCKS 
177, Sections 38, 39 and 40 of the above-noted Act require the 


filing of a prospectus with the Securities Commission before "primary 
distribution", but Section 41(b) of the Act states that Sections 38, 
39 and 40 do not apply to securities "that are listed and posted for 
trading on any recognized stock exchange when such securities are 

sold through such stock exchange." It is as a result of this 

Section 41(b) that the Toronto Stock Exchange is responsible for super- 
vising the primary distribution of shares of some of its listed com- 
panies, i.e., those engaged in mining and oil production, On the other 
hand, it has always been the accepted practice in Ontario that primary 
distribution of securities in the industrial category will be made 
only after filing a prospectus with the Securities Commission, 
notwithstanding Section 41(b). 

INDUSTRIAL PRIMARY ~ BY PROSPECTUS 

178a, As a result of the above-noted long-established practice, 

the Toronto Stock Exchange lists only the issued capital of industrial 
companies; hence, if such a company wishes to raise further funds by 
the issue and sale of additional treasury shares, this must be done 
off the Exchange by a public offering accompanied by a prospectus 
which has been filed with the Securities Commission ~ in other words, 
the shares are traded on the Exchange only after they are issued and 
in the hands of the public. 

INDUSTRIAL PRIMARY - NOT BY PROSPECTUS 

178b, But it must be noted that "primary distribution” by the 
Securities Act definition (Sec. 1(e)(ii)) includes trades in 
"previously distributed securities" under certain circumstances, 

i.,e., where control of a company is involved, In such cases, 

blocks of such securities may be distributed with permission of the 


Toronto Stock Exchange off the floor of the Exchange, such permission 
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being only granted in special circumstances; for example, when the 
stock to be sold and the actual sale on the floor of the Exchange 
might unduly depress the price of the security, In spite of the 
fact that the transaction takes place off the floor, under certain 
prescribed rules, such sale is considered to be made "through the 
facilities" of the Toronto Stock Exchange and, therefore, a 
prospectus need not be filed. 
MINING AND OIL PRIMARY - EXCHANGE RESPONSIBILITY 
179. Unlike the practice with industrials, the Exchange requires 
the initial listing and posting for trading of the entire authorized 
capital of mining and oil companies, whether issued or not; hence, 
should this type of company wish to raise further capital by the 
issue and sale of additional shares, it may do so only with the 
consent of, and on terms agreeable to, the Exchange ~- and, although 
a prospectus is not required, there must be very complete disclosure 
as discussed hereunder, Thus, the Exchange has assumed an extremely 
onerous responsibility, which at present represents possibly 90% of 
its regulatory activities, 
REGULATING MINING AND OIL PRIMARY 
180, The efforts of the Exchange to supervise, regulate and 
control this type of primary financing have been devoted to two 
principal areas; 
(a) Option and underwriting terms which must be met 
by persons or companies concerned (see Exchange Circular 
No, 5 at Appendix 21). 
(b) Full disclosure of all material facts through 
the medium of a "filing statement", (Sample form at 
Appendix 22 and Ruling 49 at Appendix 23). 
181. Option and Underwriting Terms: It will be noted that under 
Circular No. 5 the following rules, inter alia, apply (these have been 
developed over the years as the result of experience and after dis- 
cussion with the Securities Commission); 
(a) An option without an underwriting shall not be 
accepted; 
(b) An underwriting in almost all cases must be 
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payable in full forthwith; 

(c) The minimum underwriting or sale price shall 
be 15¢ a share except under exceptional circumstances or 
following a capital re-organization involving a change of 
hame and consolidation of shares; 

(d) The amount of an underwriting shali normally be 
not less than $30,000; 

(e) The initial price at which an underwriting can 
be made is limited as to the amount of discount allowable 
from the current market; 

(f) Not more than 1,000,000 shares can be included 
in any one agreement, and not more than 200,000 shares can 
be acquired at any one price, except that an option on 
200,000 shares may be permitted at the same price as the 
underwriting provided the underwriting is for 200,000 
shares; 

(g) Price spreads between options are to be at not 
less than S¢ per share up to 50¢, not less than 10¢ per 
share from 50¢ to $1,00, and not less than 25¢ per share 
thereafter; 

(h) Individual option instalments shall come due 
at intervals not exceeding three months, and the whole 
agreement shall not embrace a period longer than eighteen 
months; 

(1) Acceleration of the time at which options become 
due is provided for in the event of a sharp rise in the 
market price of the shares; 

(j) No underwriting or option agreement will be 
accepted which does not provide for notice being given to 
the Exchange of any sub-options or sub-underwritings prior 
to their being entered into (this includes the names of all 
parties who have a legal or beneficial interest); 

(k) The underwriter, who must be a member of the 
Exchange or a registrant with the Ontario Securities 


Commission, takes full responsibility for the actions of 
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any sub-underwriter or sub~-optionee, and he is held to 

account as if the latter's actions were his own. 
182, Filing Statements: Like a prospectus, the filing statement 
must make full disclosure, It must disclose not only the information 
concerning options and underwritings, but every other item or action 
that will result in any material change in the business or affairs 
or control of the company. A "Filing Statement Committee" of eight 
members (three of the present Committee are members of the Board of 
Governors) meticulously examine each statement and "accept" it for 
filing, or reject it. In the latter case, the company may not pro- 
ceed with the proposed option - underwriting or other act - and, if 
it should persist in doing so, its shares will be suspended from 
trading or be delisted. 

To give expert advice and so assist the Committee, a highly 
qualified mining engineer has been retained on an annual basis; the 
same man is a consultant with the Securities Commission, 

Examples of information in filing statements are: a) any 
payments made or proposed to be made to a promoter or finder in 
connection with a proposed underwriting or property acquisition; 

b) a brief statement of the company's future development plans, 
including proposed expenditures to be made from the amount raised by 
an underwriting; c) the company's chief development work during the 
past year; d) the names and addresses of any vendors of any property 
or assets to be purchased, ana the amount of the consideration paid 
or to be paid; e) the names and addresses of persons who have 
received or will receive a greater than 5% interest in the 
consideration; f) the terms of any escrow agreement, the number of 
shares escrowed, and the names and addresses of anyone holding a 
more than 5% interest in escrowed shares; g) the names and addresses 
of the five largest registered shareholders; h) the names and 
addresses of persons whose share holdings are large enough to 
materially affect control of the company; i) a statement of invest- 
ments in other companies held by the subject company, showing the 
cost or book value and the present market value thereof; j) a state- 


ment of any lawsuits pending; k) the dates, the parties to and the 
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general nature of every material contract which is still in effect 
and not previously disclosed. 

183, Exempted Companies: If a company is well-established and 
is unlikely to resort to primary financing through the Exchange, the 
Board of Governors may exempt it from submitting filing statements, 
and, indeed, at present only some 400 companies of the more than 
1,000 listed come under Ruling 49; most of thesé are mining and 

oil companies in exploration or early development stage and have in 
the past resorted to, or are likely in the future to resort to, 
primary distribution. It is interesting to note that, in 1961, a 
total of 183 filing statements (including amending statements) were 
dealt with by the Committee. 

184, Publicity; These filing statements are available to the 
public; copies go to all members of the Exchange and to the press, 
The Exchange makes every effort to ensure that in these statements 
there is complete information such as might be of value to an 
investor, to the shareholders and to the public at large. There 
is some disappointment on the part of the Exchange that there is 
not more apparent use of such information by news media and by 
shareholders of the companies concerned, 

A major portion of the administration of the filing state- 
ments has been in regard to so-called non-arms~-length transactions 
between the directors or officers of the companies and the companies 
themselves, This is a particularly sensitive area and one in which 
shareholders are more appropriate complainants, either to the company 
or the courts, than the stock exchange, which is open to the accusa~ 
tion that it is attempting to run the internal affairs of listed 
companies, Shareholders' actions of this sort, however, have been 
notable by their small number, 

SCRUTINY OF ANNUAL REPORTS 

185. The Exchange carefully reviews the annual financial reports 
of these companies to ascertain if money raised has been spent for 
legitimate purposes and in conformity with the intentions expressed 
in the filing statements. This goes beyond what is undertaken by 
the Ontario Securities Commission or the Companies Branch of the 
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Provincial Secretary's Department, and has been the cause of criticism 
from companies concerned as being unwarranted ''meddling™ in company 
affairs, but the Exchange considers it an essential duty, In several 
recent cases, the Exchange has noted, for example, from the material 
submitted, what it considers to be excessive salaries and administra- 
tive charges not warranted by the company's activities and has 
insisted that they be reduced or eliminated, 
"NON -ARMS-LENGTH" TRANSACTIONS 
186, As intimated in para, 184 above, the Exchange is much 
concerned with the arms-length character of a proposed transaction, 
Because it was found that, in some cases, properties or other assets 
were being purchased by companies from interested parties at what 
appeared to be unconscionable prices, a ruling was recently passed 
by the Toronto Stock Exchange which reads as follows: 
"In a transaction between a non-exempt company and a 

vendor who is a director, officer or major shareholder, the 

assets sold to the company shall be for a cash consideration 

no greater than the vendor's costs. If such vendor has 

owned the assets for twelve months or longer, in addition 

to the cash consideration, shares may be issued which are 

100% escrowed, In both cases, the transaction shall be 

subject to the approval of shareholders at a meeting for 

which the notice shall set out all material details of the 

transaction, 

The Filing Statement Committee shall have discretion 

at all times in imposing the above restrictions on such a 

transaction,” 

Discretion as to the application of this ruling had to be 
left with the Filing Statement Committee, because the Board of 
Governors were aware that there would be cases where a director, 
an officer or a principal shareholder might own property which 
subsequently became very valuable and which he should sell to his 
company, and for which, in all fairness, he should receive more 
than his out-of-pocket expenses, In other cases, the Exchange has 
required the approval of shareholders before accepting a filing 
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Statement where it considers that the conflict of interest should 

be brought to the attention of shareholders. 

ESCROWS 

187, Escrow agreements to which the Toronto Stock Exchange always 
becomes a party, covering shares in listed companies, also afford 
considerable protection to the public. These agreements usually 
have to do with vendor's shares, The Stock Exchange permits a 
release of one-third of these shares at six-month intervals only if 
sufficient money has been actually spent on the development and 
exploration of the property concerned, Where properties are 
abandoned before sufficient work has been done, the Exchange often 
requires a return to the treasury of at least some portion of the 
vendor's escrowed stock, prior to allowing a new underwriting, 
MAINTAINING ORDERLY MARKET 

188, The Stock Exchange, when it considers that there are not 
enough shares in the hands of the public to assure an orderly market, 
requires the underwriter to distribute the shares underwritten or 
optioned at prices not greater than what would be considered a 
reasonable mark-up from the take-down price; and, before continuing 
with the underwriting agreement at higher prices, the underwriter 
must submit proof of satisfactory distribution of those shares below 
the range stipulated. At all times, an underwriter is held to 
account for the orderliness of the market in the underwritten shares 
and he may be penalized if, following distribution, he completely 
ignores pu etanmcet for these shares, | 


RESULTS OF PRIMARY FINANCING 
ON THE TORONTO STOCK EXCHANGE 


189, (a) 1952 to 1961; It is difficult to assess the 
significance of the money raised in this way, nor are figures or 
results available for comparison as to capital raised from the sale 

of "unlisted" mining securities over-the-counter, From 1952 to 1961, 
we do know that $366,661,784 was provided for 352 listed mining 
companies by the underwriting or optioning of their treasury shares, 
Of these companies, 327 are still listed, 23 have been delisted for 

a variety of reasons, and 2 have become industrials, 


(b) 1957: A study was undertaken of the 126 mining 
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companies financed through Exchange facilities in 1957, and it was 
found that the amount received from options and underwritings was 
$53,060,832, 33 of these companies eventually became producing 
mines for at least a period of time; 4 (of which 3 are uranium 
producers) have achieved production in excess of $50,000,000 each 
since 1957; 20 companies have each had gross production of $1 million 
to $50 million; and 9 companies have each produced less than 

$1 million. Obivously, this method of raising funds is of prime 
importance to the companies concerned, 

SUMMARY 

190, The above paragraphs 180 to 188 indicate generally the 
methods applied by the Toronto Stock Exchange in attempting to 
discharge its responsibility to supervise, regulate and control 
primary distribution through the Exchange, Many other Exchange 
regulations, of course, also apply to this type of stock transaction 
and lend strength to the Exchange's difficult task of protecting the 
investor and at the same time not strangling or unduly obstructing 
the flow of capital for the development of our natural resources, 
191, Alternative Methods of Primary Financing: 

(a) Many people ~- in fact, many members of the Toronto 
Stock Exchange - would remove this practice of primary distribution 
from the Exchange and leave the Exchange to pursue its true function 
of a market place for securities already in the hands of the public. 
Such a course would remove what appears to be the anomalous situation 
which now exists where, on one hand, the Exchange strives to improve 
and increase the public interest and regard for equities, and, on 
the other hand, must act as a medium for the financing of highly 
speculative enterprises, 

(b) The alternative would be primary tinancing of the mining 
and oil ventures by prospectus under the direct control of the 
Securities Commission. We say "direct control" because, of course, 
even now, the Commission is the superior authority and the Exchange 
operates always subject to the overriding legislative regulations 
administered by the Commission, with whom the Exchange always works 
in harmony and close co-operation. 
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192, It is difficult to see how the Commission could do much 

more than the Exchange is now doing, although, of course, the 
Commission staff would in no way be affected by the results of their 
decision to accept or reject a prospectus and the attendant plans for 
financing the enterprise, whereas the members of the Stock Exchange 
who sit in judgment on these matters may be ~ and often are - 
indirectly affected, i.e., on the assumption that the more stocks 
listed, the more trading there will be. The only answer to this is 
the fact that the members of the responsible committee are scrupulously 
honest and objective in their consideration of the proposals that come 
before them; more than this, there is no doubt that the experience of 
at least some members of the committee in the vagaries and intricacies 
of this type of financing, and their personal knowledge of people in 
the industry - promoters, underwriters and optionees ~- are of great 
value, 

193, Perhaps it is no more than fair to say that although these 
members seem to "lean over backwards" in trying to ensure that the 
investor gets a fair deal, they are, in fact, indirectly acting in 
their own self-interest, because they realize that a "bad" deal is 

bad for the investment industry, bad for the Exchange, and that means 
bad for their business, 

194, It is quite certain that any alternative method of arranging 
primary distribution would be subject to the following disadvantages 
when compared to the present system: 

(a) The use of a prospectus would be very much more 
expensive because of printing and legal fees; 

(b) The processing by the Securities Commission under 
present regulations would require an independent audit of the 
company's finances, which would add to the cost. The Exchange 
accepts the certificate of the company auditors, 

(c) There would be a lack of discretion and flexibility 
in processing through a government agency; 

(d) There would be much longer delay in getting approvals, 

CONCLUSION 
195, It is doubtful indeed that any public servant, judicial or 
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administrative, would act more decisively - or more objectively - or 
with more experience - or with greater consideration for the investor - 
than do the Governors and their Committees, 

It is suggested, therefore, that the present system of primary 


distribution be left as it now is. 
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PART II 


PRESENT CANADIAN LEGISLATION 
196. Each of the ten provinces now have a Security Act and, 
in addition to this, there is the Dominion Companies Act, a number 
of Provincial Companies or Corporations Acts and Companies or 
Corporations Information Acts; all might be considered, in part 
at least, "security legislation", The fraud provisions of the 
Criminal Code also has to do with security dealings (wash-selling, 
etc.) 
197, In Ontario, "The Securities Act" (R.S.O. 1960, Ch. 363) 
and, supplementing it, Regulation 543 (R,R.O. 543), has been in 
force since 1945 - although frequently revised, The provisions 
of the Act have been closely followed in the security statutes of 
Alberta, Saskatchewan and Quebec, and it is understood that British 
Columbia and New Brunswick may shortly adopt legislation of a 
similar pattern, 
TREND TO UNIFORMITY 
198, This trend to uniformity of legislation in the security 
field is more evident that in other areas, e.g., corporate law, 
and there is good reason to assume that the trend will continue, 
Experience has shown that as security business became more prevalent 
and important in any province, the need for regulations became 
apparent. The natural course to be taken by the province con= 
cerned was to draft and enact legislation very similar - if not in 
exact terms ~ to statutes in other provinces which had been tested 
and proved by practice and experience. 
THE ONTARIO SECURITIES ACT 
199. This is both a "regulatory" and a "full disclosure" type of 
statute; that is to say, it provides for a commission of three who 
have wide powers of regulating the industry by: 

(a) the approval and registration of practically every 

person in any way connected with security issuing or trading; 
(b) the investigation of individuals’ or companies’ 
books and affairs generally; 
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(c) consenting to the operation of a stock exchange; 
(d) accepting - or rejecting - prospectuses, etc., 
etc. 

It is a "full disclosure" type because it sets out in 
Sections 38, 39 and 40 the "full, true and plain disclosure” which 
is required of each company before the distribution of its shares 
to the public. 
CO-OPERATION AMONG PROVINCES 
200. In recent years, there has been an ever-increasing degree 
of liaison and co-operation between the various provincial 
commissions or other relevant authorities, The exchange of 
information extends to reports on individuals, registered or denied 
registration; to administrative procedures and techniques; to 
suggested amendments or modifications to bring uniformity in law 
and reguiations, and in other areas of mutual interest. There is a 
North American Association of Securities Administrators which meets 
annually, and, in addition, the Canadian Administrators meet annually 
to exchange opinions, discuss mutual or individual problems and 
collaborate generally, 
UNITED STATES SECURITY LAWS 
201, There may be said to be four types of securities statutes in 
the U.S.A: a) The Securities Act of 1933, which is a "full diclosure” 
type of law pertaining to the initial sale of securities only after 
certain, and very complete, information is given to the public; 
b) The Securities Exchange Act (1934) dealing with the regulation of 
trading after the primary distribution, i.,e., after the security is 
in the hands of the public; this Act regulates the stock exchanges; 
c) The State Security Laws ~ and there is one in almost every State - 
originally known as "Blue Sky Laws"; and d) Uniform Securities Act 
(1958), which has been adopted by some of the States in whole or in 
part and replaces the former "Blue Sky Law” of the State concerned, 
This Act is comparable to the Ontario Securities Act. 
PROBABLE FUTURE CANADIAN COURSE 
202, Had we in Canada 48 or 50 provinces with 48 or 50 statutes, 
with commissions or administrators ~ and policies - subject to the 
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political whims of the 48 or 50 electorates, it is quite certain 
that the investment industry of Canada would favour federal legis- 
lation and control. However, we have but ten provinces; four - or 
perhaps six by this time - have practically uniform security 
legislation; all ten consult and exchange information, as necessary; 
and experience has shown that as additional provinces find that they 
need more refined and perhaps more drastic legislation, they will 
probably follow closely the provisions of the Acts in the four or 
six provinces as referred to above, 

FEDERAL LEGISLATION 

203, One hears in Canada occasionally the suggestion that we 
should have a federal law similar to the Securities Exchange Act, 
and the implication is that such a statute would render a great 
service to our investment industry. This, of course, is not 
necessarily so. Experience has shown that in the United States 
their legislation does not remove completely breaches of ethical or 
legal codes,, e.g., the recent exposures of some specialists and 
other irregularities in the operations of the American Stock Exchange. 
It is true, of course, that under the S.E,.C. there are some require- 
ments (for example, with respect to disclosure of directors trading 
in the shares of their company, or the disclosure of those interested 
in "take-over" bids, to name two) which might well apply to Canadian 
companies or stock exchanges, But a federal law to compel such 
disclosure and perhaps other desirable terms is not necessarily 

the answer; this can be, and no doubt will be, accomplished in due 
course, as other refinements in our practices have been introduced - 
when the need and demand is apparent - by either provincial act or 
stock exchange and/or I,D,A. regulation, 

204, If, by federal securities legislation, we could assume the 
substitution of a federal act and department for the ten provincial 
acts and administrative departments, there are some in the industry 
who would acknowledge an immediate advantage in this by removing 
duplication and establishing a higher degree of uniformity of 
administration and of the law than exists at present, But ite it 


meant the addition of one more piece of security regulation, with 
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One more department superimposed on those now existing, it would meet 
with the strongest opposition from the industry. To justify federal 
legislation and administration, the problem of security regulation 
must be identified as a national problem, In Canada, this is not 
the case. It is in great measure a local problem, particularly in 
the matter of registration of brokers, etc., and can best be dealt 
with at that level. 

205, The Securities and Exchange Commission has brought some 
semblance of order out of the chaotic mass of security legislation 
and regulation which existed prior to 1933, but, at the same time, 

it has imposed delays and expense upon the investment industry which, 
it is hoped, will never be experienced in Canada, 

206, The important feature which one must keep in mind when 
thinking of Federal Securities Legislation is that with the 
legislation must go the burden of administration, And in any 
federal department charged with the administration of a set of 
regulations, there is a well-known propensity to keep the power of 
decision at the "summit"; there is an antipathy to the delegation of 
authority and, even where there is delegation, there is a vast 
reluctance on the part of the "delegate" to make decisions, Such 

a philosophy applied to securities administration across Canada would 
lead to expense, delay and frustration which could not help but 
militate against the proper functioning of securities markets, 


IMPROPER SALE OF CANADIAN 
SECURITIES IN U.S.A. 


207. The only feature of the securities industry which might be 
regarded as a national problem in the past has been the sale of 
Canadian securities in the United States, resulting in the contra~ 
vention of American laws. But even this problem can be effectively 
dealt with by such action as was taken in this province by the 
industry itself, and by the measures adopted by the Securities 
Exchange Act in the United States in regard to the withdrawal of the 
use of the mails, In March of 1961, the Broker~Dealers' Association 
of Ontario, at the instigation of and after "urging" by the Toronto 
Stock Exchange, prohibited their members from selling securities in 
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the United States in contravention of the U.S, laws. This action 
has virtually eliminated this type of activity in or from the 
Province of Ontario and incidentally resulted in a considerable 
number of broker-dealers going out of business, It should be noted 
that the Exchange does not allow persons who have violated the laws 
of other jurisdictions in the distribution of shares to take part 

in primary distribution through the Exchange, 

208, In summing up, then, it might be said that the work already 
done in the field of security legislation has achieved most of the 
desired results with little or no disruption of normal business 

and a minimum of expense to the taxpayer or security issuer, The 
Chairman of the Ontario Securities Commission, in the administration 
of his office, has acted with a minimum of discretionary powers, but 
with scrupulous regard for the Act and with dedicated devotion to 
the rule of law, resisting all temptation to rely on administrative 
fiat. The infrequency of appeals from the Commission's rulings and 
the uniform lack of success of any such appeals are eloquent testi- 
monials to the effectiveness of the securities administration in 

Ont arid, 

CONCLUSION 

209. The Toronto Stock Exchange is of the opinion that a Federal 
Securities Act is neither needed nor justified, but does suggest that 
the Federal Government urge upon all Provincial Governments the need 
for uniform securities laws and similar administrative regulations, 
MARKET MANIPULATION 

209A, Sec, 323 and Sec, 325 of the Criminal Code (see Appendix 47) 
both refer to offences related to the "manipulation" of stock prices, 
Item "C" of Sec, 3 of By-Law 11 of the Exchange (Appendix 24) refers 
to the same subject, During the past three years, there have been 
only two prosecutions under the Criminal Code; one resulted in a 
trial and re-trial with two hung juries, and the other resulted ina 
“eguilty'’ plea and conviction for fraud, There have been no charges 
laid under Item "C" of Sec. 3 of By-Law ll. All the above indicates 
that if there is market manipulation, it is extremely difficult to 
identify and, even if identified, it is difficult to prove, 
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209B, Perhaps the difficulty in identifying and proving market 
manipulation is due largely to the fact that it is quite proper to 
carry out transactions which may materially affect the market but 
which are considered legitimate and are part of the normal workings 
of a free market. It is extremely difficult to differentiate 
between these and those other transactions which are carried 
through with the intent to manipulate and deceive, 

209C, To legislate adequately against manipulation is indeed 
difficult, It may be useful for the Commission to take note of 
Sec. 9 of the United States Securities Exchange Act at Appendix 48, 
This deals with manipulation of security prices, and a comparison 
with our Sections 323 and 325 of the Criminal Code might indicate 
that Sec. 325 should be amended or extended to include some of the 
provisions of the said Sec. 9 - for example, 9(2). 

209D, The Exchange suggests that the Commission might recommend 
that the Department of Justice study this subject and, after 
consultation with Stock Exchanges, Provincial Securities Administra~ 
tors and others, decide whether or not amendments to the Criminal 


Code are needed, 
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PART III 


THE T.S.E, AS A SELF-POLICING ORGANIZATION 
210, It is frequently said that the Toronto Stock Exchange is a 
self-policing organization, This, to a large extent, is true and 
derives from the Act of Incorporation (1878) and Supplementary 
Letters Patent (1941); these extended the powers and objects of 
the Corporation, viz: 
"To enact by-laws, not contrary to law, for the 
constitution, government, control, regulation and manage- 
ment of the franchises, rights, privileges, contracts, 
obligations, transactions and affairs of the Corporation 
and of and between the members, and to impose penalties 
and forfeitures in respect thereof,” 
It may be of interest and useful to set out here some of the regula- 
tions which the Exchange has imposed upon, and enforced against, its 
members in its efforts to carry out these responsibilities, 
BY-LAWS AND RULES AFFECTING MEMBERS 
211. (The first figure is the number of the By-Law, the second 
figure the section): 
(a) No member may form or maintain an affiliated 
company without the approval of the Board (1 ~ 4(a)); 
(b) A seat may not be transferred, pledged or 
mortgaged without authority of the Board (1 ~ 6); 
(c) A member"s seat shall be held in trust for the 
firm or corporation (and their creditors) of which the 
member is a partner or director (1 - 6); 
(d) The Board may - and does ~- either as a result 
of a complaint or of its own volition, investigate the 
conduct of a member or any of his partners, or may appoint 
any other person or an auditor to investigate (10 - 2) 
(13 - 5); 
(e) If any member shall be adjudged by the Board of 
Governors guilty of a violation of any of the By-Laws or 


Rules or Regulations of the Corporation, or of failure to 
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obey or conform to any decision of the Corporation or 
the Board, or of any conduct, proceeding or method of 
business which the Board in their absolute discretion 
deems unbecoming a member of the Exchange, or inconsis- 
tent with just and equitable principles of trade, or 
detrimental to the interests of the Exchange, the 

Board may impose any one or more of the following 
penalties, viz: (1) a fine not exceeding $15,000, 

(2) suspension for such period or periods and upon such 
conditions, if any, as the Board may determine, and 

(3) expulsion; and, in addition thereto, may declare 
forfeit the seat and membership of any member expelled 
Chie tr). 

Note: For definition of "conduct unbecoming, etc...", see 
Appendix 24, 

(f) A member is liable for the acts of his 
employees ~ and his partners or directors and officers, 
if he is a member of a corporation (11 <- 2); 

(g) Attorneys representing the same member may not 
trade or compete with each other in the making of bids or 
offers at the same time in the same security (12 ~ 2); 

(h) Attorneys must be approved by the Floor Procedure 
Committee; their appointment is renewed each year and may 
be revoked at any time (12 - 5-6); 

(i) Attorneys may be fined up to $500, suspended or 
expelled for unethical conduct (26 - 9), For definition, 
see Appendix 25, 

(j) No member may form a partnership, admit a new 
partner or permit a partner to retire, or dissolve or 
change the name of a partnership, or open a branch office, 
without the Board's approval (13 - 1) (38); 

(k) If a member defaults in his liabilities or 
engagements to the Corporation or to the Clearing House, 
or to another member, he may be suspended by the Board; if 


a member becomes bankrupt, he is automatically suspended 
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(21 - 2-9); 

(1) Members and their attorneys must operate under 
the trading regulations described in Chapter 6 of this 
brief ; 

(m) Members must carry a blanket fidelity bond in 
amounts determined by the Board (28); 

(n) Members must maintain, for each client having a 
margin account, a form of agreement as approved by the 
Board and signed by the client. 

(o) Audits of members‘ financial affairs are carried 
out at such times and in such a way as the Board or 
Exchange Auditor may direct. In addition, the Board 
requires each member to file periodically with the 
Exchange answers to a financial questionnaire, Following 
this, the Exchange Examiners, who are Chartered Accountants 
in the employ of the Exchange, make a physical check of the 
books, records, accounts, customers’ securities, etc., in 
the members‘ offices. The Exchange Auditor and the 
Exchange Examiners then report to the Audit Committee and, 
if a financial situation is not satisfactory, the Board may 
suspend the member; 

(p) The Board may require a panel auditor, the 
Exchange Auditor or Examiners, to regulate and supervise 
the operations of a member; 

(q) The Board may require a member to change his 
system of bookkeeping or record keeping; 

(r) The Board determines the amount of net free 
capital to be had by members; 

(s) Advertising by members (press, radio or tele- 
vision) is controlled (47); 

(t) Employees who deal with the public (salesmen or 
customers’ men) must be approved by the Exchange (49); 

(u) The Board requires a report on short positions 
as of the close of business on the 15th and last day of 


each month (56) and a statement of outstanding loans each 
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month (60). 
212. The above regulations have been developed over a period 
of many years; some have been passed quite recently; others will no 
doubt be added as time goes on. It is the policy and determination 
of the Exchange that its affairs shall be conducted in accordance 
with the highest principles of ethics as an efficient quasi-public 
institution, It may be noted that, having regard to the type and 
volume of transactions, the lack of written contracts, the amounts 
of money involved in every day of trading, and the immense sums 
involved in a year's trading on the Exchange, there are extremely 
few complaints or allegations of malpractice. 
REFERENCE LISTED COMPANIES 
213. The above refers to members, and the regulations affecting 
the listed companies ~ and comments thereon - are discussed in 


Chapter VIII below, 
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CHAPTER VIII 


THE LISTED MARKET AND OVER-THE-COUNTER TRADING: 


PART I ~- THE LISTED MARKET; 
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Industrial Qualification eve eee 
Mining Qualification ... we sere 
Oil and Natural Gas Qualification 
Other Factors re Listing eee eee 
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PART I 


THE LISTED MARKET 


EVOLUTION OF LISTING POLICY 

214, Listing policy or the determination of the qualifications 
for listing on the Toronto Stock Exchange has been under continuous 
development over the past ten years. Although they can only be 
described in general terms, the tendency has been to increase the 
requirements while the listing of both industrial and mining and 

oil issues have remained in about the same proportion (see para, 222 
below). There is a constant revision of the stock list occurring, 
as well as net changes reflected in the total listings. 

FLEXIBILITY IN POLICY NECESSARY 

215, The Exchange does not wish to develop a list of highly 
speculative industrial issues, but, at the same time, it is conscious 
of a responsibility to provide a market place for smaller industrial 
companies, Between these two objectives, a listing policy has been 
evolved, not always with absolute consistency, as it is felt that a 
considerable measure of flexibility is highly desirable in this field 
and that the combined experience of a representative segment of the 
industry provided by the members of the Listing Committee is well 
qualified to exercise such discretion to the best advantage, The 
Exchange policy endeavours to ensure that all companies deserving 

or worthy of listing will be accepted. 

INDUSTRIAL QUALIFICATION 

216, Industrial listings are now considered on the basis of the 
earning record of the company, proof of consistent earnings being 
regarded as removing the security from the highly speculative field. 
However, if a company cannot show earnings of sufficient consistency 
but can show net tangible assets of over $1,000,000 and working 
capital of $250,000 or more, and can provide a projection of earnings 
satisfactory to the Listing Committee, the Committee may consider it 
a case for exercising a large measure of discretion, 

MINING AND OIL QUALIFICATION 

oie On the mining and oil section of the list, a similar evolution 


of policy has taken place, also in the direction of higher listing 
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requirements. In the case of mining enterprises in the exploratory 
phase, companies are considered eligible when they have carried out 
preliminary exploratory work by diamond drilling and other means so 
that they are able to provide a competent engineer's report recommend- 
ing a programme of shaft-sinking or adit construction to test the 
indicated ore-body by underground testing. The company must also be 
able to show cash on hand or a proposed plan to raise sufficient funds 
to carry out the recommendation, As this stage of development does 
not ensure a successful mining enterprise, it is inevitable that this 
listing policy will result in a number of dormant mining listings 
which have proven their properties to be uneconomic in the course of 
carrying out the programmes projected by them when listed. So far, 
it has proven impossible to develop a minimum standard of performance 
which would have to be met to permit such companies to remain on the 
list and which would be equitable to both existing and future share- 
holders, although some progress has been made in that direction, It 
is felt, however, that the listing of a company at this stage of its 
development gives the public shareholder a fair "run for his money", 
OIL AND NATURAL GAS QUALIFICATION 

218. Listing requirements as applied to oil and natural gas 
producing companies developed rapidly as western oil discoveries 

were accelerated in the early 1950's, It, too, has been a pro- 
gression in the direction of increased requirements. The selection, 
as in the case of mining companies, has left a number of dormant or 
nearly dormant companies on the list, A greater trend toward mergers 
has reduced their number, perhaps to a greater extent than in the case 
of mining companies, Present policy would seek to make a selection 
among small companies on the basis of adequate financing and @ 
sufficient cash flow to ensure the continued life of the company, 
Experience would suggest net cash resources of about $200,000, net 
cush flow of $25,000 to $50,000. This would mean net reserves of 
750,000 to 1,000,000 barrels of light oil on a 4% annual production 
rate. 

OTHER FACTORS RE LISTING 

219. In addition to these particular measurements applied to 
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applicant companies, such factors as distribution sufficient to 
provide an adequate auction market, the sponsorship of new issues 
and the total market value of shares in the hands of the public 

must of necessity be taken into consideration, 

COMPARISON WITH NEW YORK 

220, A comparison with the standards of eligibility for listing 
on the New York Stock Exchange, while it may be of interest, does 
not prove to be particularly helpful, The American Stock Exchange 
listing regulations have been less restrictive than Toronto, but 

are now being revised with a view to setting a higher standard, 
Yardsticks on the New York Stock Exchange such as $1,000,000 of 
demonstrated annual earning power after all charges, including taxes, 
and net tangible assets of at least $10,000,000 or aggregate market 
value of common stock of $10,000,000, merely serve to emphasize the 
disparity in size of the T.S,E. and N.Y.S,E., and the industry of 
the two countries, The New York Stock Exchange seeks to provide a 
market place for the major nationally known domestic and foreign 
corporations with shareholder lists of 1,500 or more, 

221, There are five Canadian industrial companies and six mining 
companies with shares listed on the New York Stock Exchange and on 
the Toronto and Montreal Exchanges. Relative trading volume in 
these issues on the three exchanges is shown in Appendix 45, An 
analysis of trading in interlisted issues on the Toronto, American 
and New York Stock Exchanges is given in Appendix 44, which serves to 
indicate the extent of trading in Canadian issues on American 
exchanges, (Note; There are now 33 industrials and 54 mines inter- 
listed on the Toronto and American Stock Exchanges.) 

NUMBER LISTED ON T,.S.E. 

222, At December 31, 1961, there were 1,117 issues on the Toronto 
Stock Exchange, Of this total, 620 were industrials and 497 were 
mining and junior oil stocks, During the period between December 31, 
1950, and December 31, 1961, the number of listed industrial stocks 
increased by 107 or 21%, and the number of listed mining and oil 
stocks increased by 95 or 21%, as shown below; 
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Industrials Mines and Western Oils 

No. of No, of No. of No, of Total 

new companies stocks listed new companies stocks listed Listings 

Year listing at Dec, 31 listing at Dec. 31 Dec, 31 
1948 12 493 13 357 850 
1949 7 503 12 364 867 
1950 13 513 41 402 915 
1951 14 517 99 440 957 
1952 13 536 56 479 1,015 
1953 12 532 37 503 1,035 
1954 13 529 21 518 1,047 
1955 14 534 24 536 1,070 
1956 29 569 32 954 1,123 
1957 20 597 15 546 1,143 
1958 9 608 6 $22 1,130 
1959 25 614 17 517 1,131 
1960 13 617 6 901 1,118 
1961 18 620 6 497 1,117 


ISSUES TRADED DAILY 
223, The number of different issues traded on the Toronto Stock 
Exchange during a typical day varies in a wide range, as illustrated 


by the following statistics: 


Period Most Active Day Least Active Day Average 
January 1962 724 974 695 
May 1962 805 555 667 


The number of issues traded during a typical day on the New York Stock 
Exchange usually varies between 1,200 and 1,400, 

BONDS AND DEBENTURES 

224, At present, there are no bond or debenture issues listed on 
the Toronto Stock Exchange; all bond trading in Canada is done "over- 
the-counter”. This has proven to be an efficient and satisfactory 
system and there seems little to be gained by the listing of bonds on 
the Exchange, In stock business done by members of the Toronto Stock 
Exchange, the broker ordinarily acts as an agent, whereas, in the bond 
business, the broker buys or sells as a principal, There is a 
substantial amount of bond trading carried on by bond houses who are 
not members of the Toronto Stock Exchange. 

BONDS IN NEW YORK 

225, At December 31, 1961, there were 1,186 bond issues listed on 
the New York Stock Exchange having a total par value of $113 billion, 
comprised of 69% U.S, Government, New York State and City bonds, and 
28% of United States company bonds. Bond trading volume on the New 
York Stock Exchange totalled $1.6 billion during 1961. This would 
appear to be relatively small in relation to the total bond volume 
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transacted during the year, 

LISTINGS ON THE T.S,E, BY TYPE OF INDUSTRY 

226. See Appendix 26. 

PROCEDURE AND REQUIREMENTS ON LISTING 

227. The information and documents required to support an applica- 
tion for listing an "industrial" company is at Appendix 27 and, to 
support application for listing a mining, oil or natural gas company, 
at Appendix 28, 

LISTING AGREEMENT AND FEES 

228, (a) A copy of the listing agreement to be signed by listed 
companies is at Appendix 29. 

(b) The listing fees of the Toronto Stock Exchange are set 
out in Appendix 30, The most noteworthy changes in recent years have 
been: 

i) The introduction of an annual sustaining fee of 
$100 in 1956, This fee was not made retroactive and now 
applies to somewhat less than one-third the listed companies, 

ii) In 1960, the minimum listing fee for both mining and 
industrial listings was increased from $1,000 to $2,000. 

iii) In 1962, revisions were made whereby a 50% credit 
could be given on the fees for listing the Canadian sub- 
sidiary of a foreign company provided the parent company 
had been listed on the Toronto Stock Exchange, 

iv) In 1962, a reduction in the fees payable on a stock 
split and on large capitalizations, which favoured lower- 
priced industrial companies with large share issues. 

NEW YORK FEES 

229. The listing fees of the New York Stock Exchange are 
substantially higher than those of the Toronto Stock Exchange both 
on the initial listing fee and on the annual fee basis, as would be 
expected, The minimum initial listing fee is the same ~- $2,000 - 
but the initial rate is one cent per share for the first 500,000 
shares, The minimum continuing fee (payable for fifteen years) is 
$500 and is at an initial rate of $100 per 100,000 shares, 
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REGULATIONS GOVERNING LISTED COMPANIES 


230. 


regulations is at Appendix 31, 


A copy of Exchange Circular No, 6 with summary of these 


inter alia: 


(a) Company must give notice to the Exchange of any 
proposed option, underwriting, sale or issue of treasury 
shares (see Circular No, 5, Appendix 33); 

(b) Company must provide an annual report and 
financial statement to its shareholders and to the 
Exchange; 

(c) The Governors of the Exchange may at any time 
require a company to submit to the Board a financial 
statement; 

(d) Mining, oil and gas producing companies must give 
notice to the Exchange of any proposed mortgage, etc., on 
its property or equipment; 

(e) Company must give prompt notice to shareholders 
and the Exchange of any action with respect to dividends 
or rights, and give adequate time for European shareholders 
to exercise those rights; 

(f) Company must complete and file an annual 
questionnaire; 

(g) Company must give notice of any material change in 
the business or affairs of the company, e.g., (unless 
specifically exempted) change in Board of Directors; change 
in share ownership sufficient to affect control of the 
company; acquisition or disposition by the company of any 
mining or oil property or interest, or of shares in another 
company at a price in excess of $25,000 payable otherwise 
than in shares of the company; a new management contract, 


etc. 


ADEQUACY OF COMPANY REPORTING 


231. 


Canada's Economic Prospects, the Security Analysts" Association of 


In a brief submitted in 1956 to The Royal Commission on 


It will be noted that these provide, 


Toronto stated "that it believed that individual investors, as well 
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as institutional investors, played an important role in the provision 
of capital to industrial companies, and that a better informed invest- 
ing public would materially assist in the further growth and develop- 
ment of our country.’ In 1959, the Toronto Stock Exchange and the 
Montreal Stock Exchange wrote a letter (Appendix 32) to listed 
companies urging them to provide interim financial reports to share- 
holders in order that they might keep abreast of current financial 
and general corporate information of their company, In these briefs 
and letters, the Security Analysts and the two Stock Exchanges made 
certain definite recommendations which, if heeded by public companies 
generally, would have contributed substantially to the improvement of 
corporate reporting and to the enlightenment of shareholders and 
security analysts alike, A recent survey on financial reporting in 
Canada, however, bears out the fact that only a few of the companies 
acted upon these recommendations, 

232, With some notable exceptions, Canadian public companies 
generally seem to fail to recognize their responsibility to share- 
holders and to see the immeasurable value a well-informed analyst 
plays in fostering new investor confidence in their securities. It 
is the Stock Exchange's view that it is inconsistent to encourage 
wider ownership of Canadian securities without encouraging more 
informative company reporting. Shareholders have a right to know 
about events and trends affecting their company when they are 
happening, and not a year later when the stock market has already 
discounted the news long in advance, 

IMPORTANCE OF SECURITY ANALYST 

233, Generally speaking, we can assume that most shareholders buy 
and sell shares on advice from their broker, investment counsellor or 
trust officer, A shareholder's confidence in his investment is 
primarily induced by what others in financial circles have to say 
about the company in which they are investing, Consequently, the 
most important medium for presenting a company’s image to the share- 
holder is the security analyst, but, to obtain his favourable endorse~ 
ment, the company must assume responsibility for issuing financial 
reports that are both more frequent and bold in their attempt at full 
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and plain disclosure of the affairs of the company, Shares of a 


company which provides inadequate information on which analysts 


and investors generally can base reasonable conclusions tend to 


act irrationally in the market place, This, in turn, tends to des- 


troy confidence and limit investor acceptance of that company's 


securities, 


INFORMATION REQUIRED FROM COMPANIES 


234, 


The Canadian Institute of Chartered Accountants published 


results of a survey which they completed on the financial reporting 


of 300 Canadian public companies over a four-year period from 1957 


to 1960, It is interesting to note from figures in the survey 


that, in the area of the particular recommendations made in the 1956 


brief of the Security Analysts, there has been only a modest attempt 


on the part of companies to improve their reporting methods, We 


endorse the recommendations that were made in this brief and believe 


that 


they should be reiterated once again as being essential for 


inclusion in Interim and Annual Reports? 


(a) As a general rule, companies should provide sales 
figures in order that a measure of comparison of company 
and industry trends may be established. The disclosure 
rate in Canada is not good, as cited by the fact that only 
30% of the companies disclosed sales figures in 1960 com- 
pared with 29% in 1957, This is surprisingly low in 
comparison to U.S. companies as indicated by a survey of 
600 companies in the United States, which showed that 98% 
disclosed their sales figures. It is also interesting to 
note that in 1960 only 45% of the Canadian companies issued 
supplementary financial data, a decrease from 51% in 1957, 

(b) Companies should report their operations and those 
of their subsidiaries on a consolidated basis, identify 
their subsidiaries and set out the basis of consolidation, 
Again, however, only 74% of the companies consolidated 
all their subsidiaries in 1960, compared with 70% in 1957. 

(c) All companies should provide two-year detailed 
comparative statements of all accounts in order to facilitate 
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the comparison of figures from one year to another, In 
1960, approximately 59% of the companies provided state- 
ments in comparative form, compared with 50% in 1957. 

(d) Companies should be required to disclose the 
mature of long-term lease commitments in the financial 
statements and in further detail in the accompanying notes, 
It is evident that in recent years, lease financing has 
become more and more popular as a means of financing a 
company's capital requirements, Of 68 firms in the 
survey known to be committed to long-term leases, 46 had 
not provided any information whatsoever, 

(e) Companies must recognize that bare figures in 
financial statements tell only part of the story, Com~ 
plete discussion of points which need clarifying is 
essential in order that there can be no misinterpretation 
of the facts, 

(f) The issuance of Interim Reports is of fundamental 
importance in keeping shareholders and analysts currently 
informed of the affairs of the company, There is con- 
siderable room for improvement, however, for only 19% of 
the 300 companies surveyed produced interim financial state~ 
ments. 

UNITED STATES REQUIREMENTS 

230), {t is obvious from these few comparisons that the Canadian 
shareholder and security analyst is at a disadvantage from his U.S, 
counterpart in being able to arrive at a well-informed opinion, 

as the flow of information from Canadian public companies is not 

as adequate as it might be. In the United States, the Securities 
Act of 1933 requires that companies with listed securities issue 
annual and interim reports, Many companies recognizing the 
value of good shareholder relations have gone beyond the require- 


ments of the Act. 

RECOMMENDATIONS 

236, The Toronto Stock Exchange suggests that the following 
recommendations would go a long way towards achieving what 1s 
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desired by shareholders and analysts alike in setting up a uniform 
standard of corporate reporting. 

We suggest that legislation be effected under the juris- 
diction of the federal and provincial Companies Acts and the 
provincial Securities Acts, establishing a high, uniform set of 
standards requiring full disclosure of the accounts of the company, 
We also suggest that it be made mandatory that companies provide 
Interim Reports in addition to their Annual Reports, 

ANNUAL REPORT 

237. The Annual Report should be comprehensive enough in its scope 

to enable one to relate the company’s performance to industry as a whole 
and should include, where practicable and possible, among other things: 

1. A complete consolidation of the accounts of the 

parent and subsidiary companies, the identity of each 
subsidiary and the basis of consolidation of each, 

2. Two-year detailed Comparative Balance Sheets, 

3. Two-year detailed Comparative Earnings Statement. 

4. Detailed notes to the Balance Sheets and 

Earnings Statements, 

5. Explanation of accounting methods, 

6. Statement of Earned Surplus, 

7. Annual Review of Operations. 

8. Two-year Statistical Summary of Operations, 

9. Source and Application of Funds, 

10, Sales Breakdown, 

ll. Ten-year Comparative Statement of Income 

and Balance Sheet items, 

12. Expenditures on Research, 

13, Labour Relations, 

14. Trend of Industry. 

15, Officers and Directors, 

16. Description of Outstanding Securities, 

Options, etc. 
17. Lease Arrangements, 
18. Description of Plants and Properties, 
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19, Summary of Products. 

238, We would point out to the Commission that these recommenda- 
tions have in the past been approved by the Financial Analysts 
Federation, recommended in previous briefs to The Royal Commission 
and legislated in the Securities Act of a foreign country, These 
recommendations are therefore not new, nor are they unreasonable 
demands to be made of Canadian public companies. 
EXCHANGE REGULATION OR INTERVENTION 
239, Frequently, one hears criticism of the Stock Exchanges for 
their failure to compel listed companies to issue quarterly reports 
and to disclose more detailed information - it is said that also in 
other ways the Exchange should exercise more control by either 
refusing to list or by suspending those now listed. There may be 
some ground for this criticism in some areas, but the Exchange is 
often in a quandary as to how far it should invade two distinct areas 
of responsibility: 

(a) that of Government, and 

(b) that of the shareholder, 
LEGISLATION VS, REGULATION 
240, If it is good for companies listed on one Kxchange to issue 
quarterly reports, give particulars of directors, holdings and 
transactions in the company shares, etc., etc., is it not equally 
good for unlisted companies or for companies listed on another Exchange 
to do likewise? It is suggested that such matters should be the sub- 
ject of study and possible legislation so that all companies in the 
jurisdiction should be subject to the same requirements, This legisla~ 
tion can be achieved by co-ordination of provincial Corporation or 
Security Law and by amendments to the Dominion Companies Act, 
SHAREHOLDER ACTION OR EXCHANGE INTERVENTION 
241. How far is one Exchange justified in standing in the 
shareholder's shoes and intervening, or attempting to intervene, 
in his company's affairs? The Toronto Stock Exchange does go a 
great way in this respect with regard to mining, oil or gas producing 
companies, but, even here, the Exchange must exercise careful judgment 


and discretion; it is impossible to know in most cases whether a deal 
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is "good" or "bad". The best that can be done is to compel 
complete disclosure and endeavour to ensure that the information 
disclosed has wide circulation, This we do through the filing 
statements referred to in Chapter 7, Part I. 
TAKE-OVER BIDS 
242, This is perhaps a suitable place to discuss methods of 
making "take-over bids", i.e., offers made by one person or corpora- 
tion to purchase shares at a certain price and in a quantity 
sufficient to give the offeror control of the offeree company. 
These bids or offers can be broken down into two basic kinds; 
(a) Those where the officers and/or directors of the 
company whose shares are being sought have no 
prior knowledge of the bid, and 
(b) Where the officers and/or directors (or at least 

some of them) have advance warning of the inten- 

tions of the buyer and in some instances may have 

negotiated the terms of the bid. 
243. (A) There is no legislation (and probably should be no 
legislation) which denies the right of an individual, group or com- 
pany to make an offer for a block of shares on any terms or conditions 
which he (or they) may regard as appropriate. However, in the case 
of (a), it would seem to be the duty of the officers and/or directors 
of the company in question to adopt the following policy with regard 
to the take-over bid; 

(1) Recommend either acceptance or rejection of the 

offer on the part of the shareholders, 

(2) State their own individual intention with regard 

to the offer. 

(3) Provide shareholders with an up-to-date statement 

of the current position of their company, as well as some 
indication as to its future outlook, 

(B) In the case of (b), where the officers and/or directors 
have advance information, it would seem that they have the following 
obligations to their shareholders; 

(1) Insist, if possible, on the bid being made on a 

pro rata basis for all shares, (Note: This would apply 
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more particularly in the case of large public companies 
where a public offer for shares is made, It would not 
apply where a large or controlling block is purchased 
privately.) 
(2) Insist, if possible, on the bid remaining open 
for a sufficient period of time to allow all shareholders 
to deposit their shares. 
(3) Require, if possible, that if the offer is for 
cash, the buyer disclose his intentions with regard to 
the operation of the company in the future, 
(4) Require that if the offer is an exchange of shares, 
as full information as possible concerning the “buying” 
company be made available, 
(5) Recommend acceptance or rejection of the offer. 
(6) State their own individual intentions with regard 
to the offer. 
(7) Provide shareholders with an up-to-date statement 
of the current position of the company, as well as some 
indication as to its future outlook. 
244, As to the buyer, it would seem that, generally speaking, his 
or its name should be disclosed; the offer should be left open for a 
reasonable period and shares deposited within that period should be 
allocated on a pro rata basis, But there may be, in some cases, 
good reason for not doing these things. 
245, It must be appreciated that the Stock Exchange influence 
in this matter can extend only to those companies whose shares are 
listed on the Exchange, and there is some doubt as to the wisdom of 
imposing a method of action on such companies which might place them 
at a disadvantage vis-a-vis unlisted companies, including foreign 
companies, Nevertheless, it is the intention of the Toronto Stock 
Exchange to consult as soon as possible with other financial organiza- 
tions which are interested or involved in the making and accepting of 
such offers (banks, trust companies and other Canadian stock exchanges) 
in an effort to evolve a code of procedure which will be acceptable 
to all of them and at the same time will not unduly embarrass or 
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restrict persons or companies in the conduct of their affairs. 
246, The Toronto Stock Exchange considers that legislative 
action, probably by amendment of federal and provincial Companies 
Acts, is desirable in laying down a code of procedure to be 
applicable to all parties to such “bids” - provided, however, 

that enactment of the same code in all provinces and by the 
Federal Government should be simultaneous, Such amendments 
should be made only after most careful study and consultation with 
business and financial organizations. There seems to be general 
agreement that take-overs, mergers or amalgamations are an essen- 
tial feature of economic growth and development, and care must be 
taken that the right to take such action is not unreasonably 
cribbed and hampered, 

(Note: The Jenkins Committee Report on Company Law Revision in 
Great Britain, June 1962, paras, 265 to 294, pages 98 to 110, has 
interesting comments and recommendations on the subject of "take- 


overs".) 
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DIFFERENCE BETWEEN OVER-THE- 
COUNTER AND EXCHANGE TRADING 
247. The basic difference between transactions on the Exchange 
and over-the-counter is that, in the case of the former, a common 
meeting ground is established for all attorneys to buy and sell, 
while, in the case of the unlisted market, transactions are finalized 
between brokers over the telephone, telex, by mail or any other means 
of communication available, This precludes any maintenance of 
formal records or quotations, and, as a consequence, any listings 
of quotations, volume highs, lows, or such pertinent information as 
may find its way into the daily press, must of necessity be at best 
an approximation. A typical trade in an over-the-counter mining 
or 0il stock would proceed along the following lines, 
METHOD OF TRADING 
248, The broker receives an order to buy 1000 shares of X Gold 
Mines at 33 cents on a market which he has quoted as 32 Bid 34 Asked. 
Upon receipt of this order, his trader, drawing upon his experience 
and memory, begins to call brokers he knows to have an interest in 
this particular stock, He may, in his first call, complete this 
trade, or, at the end of his rounds, still have the order in hand 
and have nothing to show for his labours but the fact that he has 
identified himself to the street as a 33 Bidder for the other 
traders to store away in their memories for the future, Thus, 
unlike a common trading floor, where bids and offerings are a matter 
of common knowledge, the over-the-counter trader must be constantly 
in touch with other brokers, displaying his wares and receiving in 
return a run of such securities as the other dealers have for pur- 
chase or sale, If he consummates a trade, nothing is exchanged 
between principals but the word of the trader, which, with his back- 
ground of experience, is the over-the-counter dealer's most treasured 
stock in trade. Member firms then clear the trade through their 
clearing house, and trades with non-members are qulified by exchange 
of contracts and subsequent deliveries are made under an informal 
rule, broadly based on Exchange regulations, 
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UNCERTAINTIES 

249, While there is no guarantee that the client will buy his 
stock at the best offering or sell his stock at the best bid, an 
experienced trader will almost constantly achieve this in spite 
of the elements of dispersal which constantly militate against 
his trading. Dealings are frequently negotiated without regard 
to fixed spreads or amounts of stock, and the inexorable law of 
supply and demand applies at all times. 


CHANGES IN THE UNLISTED 
MARKET LIST, 1935-1960 


piedach sleteditcechombdnlinll Jetedbalee Kee Becta. 

250. In previous cycles of the unlisted market, notably in the 
eras of 1935-8 and 1943~7, the market in mines, particularly, was 
broad, active and, at times, more vigorous and active than the 
listed market for this class of securities. A very close parallel 
today in content and volume would be the Canadian Stock Exchange. 
The unlisted mining market, however, began to decline around 1945, 
when a large number of companies contributing to the volume were 
accepted for listing, and finally came to an abrupt halt when the 
Ontario Securities Commission invoked new regulations calling for 
the sale of all classes of securities not listed on an approved 
exchange to take place by prospectus only. This led to still more 
listings, and to the sale of newly discovered mineral properties to 
already listed mining companies rather than the formation of new 
companies with what was considered the odious formality and expense 
of incorporation and distribution by prospectus, The practice of 
incorporating discoveries into already listed companies persists 
and, although the Toronto Stock Exchange has in recent years taken 

a long and searching look at listing applications, the present trend 
is to use the Canadian Stock Exchange and Vancouver Stock Exchange 
as distributing apparati. The somewhat more liberal attitude of 
the Canadian Stock Exchange toward listings and, indeed, its vigorous 
solicitation of listings throughout the country, has encouraged this 
development. 

PRESENT SITUATION IN UNLISTED MINES 

2oL, At the present moment, perfunctory trading takes place in 
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hundreds of mining companies daily, but these consist almost entirely 
of unproven or semi-proven prospects which have been kept alive over 
the years in anticipation of successful operations or, as in the 
case of gold, the possibility of a rise in price. 
UNLISTED INDUSTRIALS 
252. As with mines and oils, the dealer in unlisted industrials 
acts as principal, prepared to buy or sell, Without his services, 
there would be no way for an investor to know the market value of his 
securities, He thus provides, to some degree, the "liquidity” which 
is more adequately and readily available to the listed securities 
through the facilities of the Exchange, 
LIQUIDITY ESSENTIAL TO ATTRACT CAPITAL 
253. Liquidity is an essential consideration to investors and, 
if no market quotation is available, the investing public will lose 
confidence in securities, This could lead to increased difficulty 
in securing the capital required for development of the Canadian 
economy . Dealers participating in the unlisted market must create 
buying interest when securities are offered for sale, Acting as a 
principal, they must be prepared to buy or sell a reasonable amount 
when quoting a market. Necessity and sound business practice 
dictates that when a purchase is made, buying interest must be 
generated on the part of either their own clients or through their 
contact with other dealers, This, of course, would not be necessary 
if a bid existed and was known to them, The operation of an unlisted 
trading department is costly, as it requires trained personnel and 
widespread communication facilities, 
TWO DIVISIONS OF UNLISTED TRADING 
254, There are two main divisions of the unlisted industrial 
market: 
(a) The first, which accounts for the majority of the 

total number of traded and the number of firms participating, 

is in the secondary market immediately following a new issue 

of securities, The major number of securities traded in 

this category are those where listing is contemplated, 

Usually, it is stated in the prospectus that application 
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will be made for listing. This phase of trading makes 
a valuable contribution to the successful distribution of 
the securities, After the initial placing of a new issue, 
there is, as a rule, a sufficient amount available to the 
market to warrant maintaining a consistent market. This 
particularly applies to those issues that sell at a 
premium immediately after issue, There have, however, 
been cases of che supply available to the market being at 
a discount from the original issue price due to liquidation 
by members of the selling group or distress selling by 
original investors, Another important supply of 
securities to this market is that part of a security sold 
in the form of a unit containing common shares or warrants 
to purchase common shares, The number of dealers who 
participate in this secondary market activity varies and 
usually decreases as the activity declines, 
(b) The second division of the unlisted or over-the- 
counter market is made up of those dealers who maintain a 
continuous market on certain unlisted securities, In this 
category fall those securities such as Insurance Companies, 
Trust and Loan Companies and Industrial Securities. In 
all such cases, there is no announced intention to list. 
TYPICAL SPREADS FOR DIFFERENT CLASSES OF EQUITY 
255.6 The spread between the bid and ask price for unlisted 
securities is primarily dependent on the volume of trading. In 
active markets with considerable volume, the spread may be lowered 
to one quarter point. If the volume should decline, this spread 
may be increased to as much as two points or more if firm markets 
are quoted. It must be remembered that quoting unlisted markets 
involves liability, as the dealer is acting as a principal in most 
cases. 
TRADING AS BETWEEN CANADIANS AND NON-RESIDENTS 
256, There would be considerable variation in this category. 
There are comparatively few Canadian unlisted securities that are 
consistently traded with non-residents, and an accurate estimate is 


eee 110 


7 Suga mua ta este 
ie TR nai a ee EL kt a 
mC DU: sul ees cs ane 
Oe iets mapa 
aie RS: 


alana 110 swernne soni ina taragnee nny ae are 
pity saeknat to wadeuie oi saan nd CAO oe: 
‘hoe sown. AvRIAM Bonnen Cisbunoen ads ab seen dal i MS i 
proempal Lats 180E te s6 womaonowh kee i “4 ¥ 

~ade-News 1 bese sin qb re av hala, hawog orth @ oe oe ese Len - 


4: Wkkontnn pie 1m falas aagne 2a ue Obwe Umm set sai % RMN 


edd ah MOP Eee Nodes tes ade reRoOR! tennis | Mae aS ans » 

Meteatiied nonbnvesl om tie enibetiniaie mite ce 5 ; at 
At eedsiuoRs Lennart tem Sedibiegnet: ane tii nah | 
Lan tes’ menaced: heinmtel, aie ail i ce MEAT 


herétind Ver wdixq Ke bee pd, odd nieigugernen | VaR 
a). -ghkbets Do: emntow arty: HO raavowgen itwale ot wotiatanee | 
ebidiiel oo yam saeueh oto emule hela cele t edeay hit enadinnt wy LI oO: 
baorys afd ynotdowd Diwaie coplov ode 1s — + NEST ee 
ciwiam watt Bi ovo ww atntog ove: ae sin 9 da ialmeahihd ai J 
wowabvam botni ion gAlIoup tte bewedammed wel ake et prop one ¥ ‘ 


ium WE Laydomarey « stron ote a sean al 


me AN 


Of Cinmiinw «tereoee ia bee, 
It int 


- 110 - 


difficult to make. It is our opinion that a rough guess would be 
10%. 

TRADING AS BETWEEN INDUSTRIALS AND MINES AND OILS 

257. Statistics are not available to assess accurately the relative 
importance of over-the-counter trading in either industrials or mines 
and oils, It is our opinion that the volume would be considerably 
higher in the number of daily trades in mining issues, but this 

would not necessarily apply to an aggregate of dollar volume over a 
period of one year, 

SIZE OF TYPICAL TRANSACTION 

258, The principal division involved in this question would be 
between industrial and mining shares, In the case of the former 

and where the price of the equity is within the range of $5.00 and 
$50.00, the average transaction would be between 500 shares and 

200 shares, dependent on price, 

TRENDS AND THEIR IMPLICATIONS 

259, Insufficient information is available in connection with share 
and dollar volume, number of issues, etc., in the over-the-counter 
market to establish past, or project future, trends. In the opinion 
of the Exchange, the over-the-counter market fulfills a function with 
respect to certain types of shares which are not suitable ~ or not yet 
ready ~ for listing, and may be expected to continue to perform that 
function in the future, 

IMPORTANCE OF UNLISTED TRADING 

260, The importance of the function of the unlisted industrial 
market should be recognized, and it follows that, as the number of 
issues placed with investors increases, the trading facilities should 
also increase, Unless it is recognized that there is an obligation 
on the part of underwriting firms to later provide a market for the 
securities placed with the public, an important part of the mechanism 
by which capital may change hands will be missing. This will be a 
contributing factor to the increased cost of obtaining capital. The 
price the borrower of capital funds has to pay through issuing non- 
liquid instruments is evidenced ie the mortgage fields, The necessity 
of making these instruments liquid is now recognized, 
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-1ll - 
REGULATION OF OVER-THE-COUNTER 
TRADING PRACTICES 
261. Too much emphasis has been given to the placing of issues 
with the public in the primary market without proper allocation of 
some part of the resulting profit to the maintaining of trading 
departments whose duty it will be to provide secondary markets. 
There is a close association of interest between members of the 
stock exchanges and members of the I.D.A. of C. It is therefore 
important that any form of regulation of trading practices be 
considered in the light of its effect on a dealer acting either 
as a member of the stock exchange or the I.D.A, of C., etc. One 
example would be the difference of regulations governing the margin 


requirements for unlisted securities. 
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